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Preface 


The present Survey is the thirty-first in a series of reports prepared by the secretariat of the Economic 
Commission for Europe to serve the needs of the Commission and to help in reporting on world economic 
conditions—a task which the Economic and Social Council of the United Nations has entrusted to the 
Department of Economic and Social Affairs. 


This Survey is published on the responsibility of the secretariat, and the views expressed in it should not 
be attributed to the Commission or to its participating Governments. 


EXPLANATORY NOTES 


The following symbols have been used throughout this SURVEY: 


not available or not pertinent ; 


| 
| 


nil or negligible; 


* 
| 


estimate by the secretariat of the Economic Cornmission for Europe; 


signifies a break in the comparability of a statistical series. 


In referring to combinations of years, the use of an oblique stroke—e.g. 1976/77 
signifies a twelve-month period (say from 1 July 1976 to 30 June 1977). The use of a 
hyphen—e.g. 1974-1976—normally signifies either an average of, or a total for, the full 
period of calendar years covered (including the end-years indicated). 


Unless the contrary is stated, the standard unit of weight used throughout is the metric 
ton. The definition “billion” used throughout is one thousand million. Minor discrep- 
ancies in totals and percentages are due to rounding. 


References in tables or charts to the OECD (Organisation for Economic Co-operation 
and Development) refer to the west European members of that organization. 
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THE EUROPEAN ECONOMY IN 1977 


General introduction 


Economic performance in the ECE region was not 
satisfactory in 1977. 


The gross domestic product of the west European coun- 
tries increased by only 2 per cent compared with 4.5 per 
cent in 1976. In 1978, the growth rate might Не between 
these two figures if everything goes well. In the United 
States, performance was better: GDP rose by over 5 per 
cent and may continue at a similar rate this year. 


Only a renewal of confidence would result in a better 
performance. The Survey hopes for reasonable progress 
during the course of this year, warning, however, that 
cyclical upturns which could become apparent shouid 
not be confused with sustained recovery. For the medium 
term, the prevailing philosophy seems to be one of restric- 
tion and caution because of continuing concern over 
inflation. In some countries, this has been reinforced by 
the state of the external balance, which has deteriorated in 
particular for the United States with all the consequences 
for the dollar and the world monetary system this entails. 


Traditional general demand policies seem no longer 
to be adequate to reach full employment and reasonable 
growth targets, and it is difficult to outline an inflation- 
proof path of expansion which would be adequate to 
meet the situation. General reflationary measures may 
come to a dead end well befcre substantial improvements 
in the employment situation have been achieved because 
of a resurgence of inflationary pressure on the cost side. 
While large enterprises may be able to maintain or 
increase prices in the face of shrinking sales and are well 
organized in wage-bargaining, a prolonged process of 
keeping out the weak and unorganized groups will have 
far reaching social consequences without changing the 
mechanism of the inflationary process. The Survey, 
therefore, proposes some complementary approaches. 


It argues for selective fiscal policies to provide work for 
the aged, young people and women just entering the 
labour force—and thus to reduce unemployment without 
creating inflationary pressures. Subsidy schemes of 
various kinds have been introduced selectively and on a 
limited scale, or are under discussion in a number of 
ECE countries. Such subsidies tend to make production 
more labour intensive and have a corrective effect on 
measures designed to support capital formation; they 
are sometimes combined with retraining schemes and 
measures to increase labour mobility. It is of course 
recognized that this instrument has its limitations and 
has to be handled with particular care so as to avoid 
distortions to domestic and international competition. 


Another area for selective measures suggested in the 
Survey is the energy field, in particular investments 
aiming at the reduction of existing levels of energy con- 


sumption; they would be labour-intensive, give relatively 
quick results in terms of energy saved, and yield a high 
rate of energy saving per unit of capital expenditure. It 
is in this category of energy policies that fiscal and other 
incentives could prove particularly effective. 


In southern Europe, the rate of growth of domestic 
product decelerated in Greece and Turkey, remained 
almost as low as in 1976 in Spain and increased in Por- 
tugal and Yugoslavia. Common problems facing these five 
countries were inflation, balance-of-payment deficits and 
unemployment, all of which generally worsened in 1977. 


All south European countries recorded sharp increases 
in their price levels (between 13 and 30 per cent), inflation 
remaining well above that in most western countries. The 
balance of payments improved substantially in Spain; 
it deteriorated somewhat in Portugal and Greece, and 
more sharply in Turkey and Yugoslavia. The combined 
current balance-of-payments deficit of these five countries 
rose from $8 billion in 1976, to over $10 billion in 1977, 
the highest of the three groups of countries reviewed 
by the Survey. Unemployment grew in all five countries, 
mainly because of the exhaustion of opportunities for 
emigration to industrialized countries. Investment de- 
celerated in all countries except Portugal, where a sub- 
stantial recovery has been noticeable during the past 
two years. 


The outlook for 1978 is not very promising: strong 
inflationary pressures and large foreign deficits may lead 
to policies to restrain demand. 


Of the south European countries, only Cyprus and 
Malta reported satisfactory performances in 1977: GDP 
continued to expand vigorously and inflation remained 
close to the rates of the west European countries. 


The economic expansion in eastern Europe in 1977 
turned out to be less vigorous than planned: the aggre- 
gate net material product for the east European countries 
and the Soviet Union taken together rose by 4.2 per cent 
(compared with 5.2 per cent in 1976). Growth targets for 
1978 have been set at a level close to the actual rates 
achieved in 1977. 


In the view of the Survey, the management of human 
and material resources has proved to be more difficult 
than anticipated; the long-term downward trend in labour 
supplies has not been compensated by any additional 
increase in labour productivity, whilst performance in 
agriculture, and in the exploration of new energy and 
raw material resources has been modest. 

As far as investments are concerned, a great share of 


resources has been allocated to production with a high 
export potential. The Soviet Union, Hungary and Poland 
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explicitly aimed at restraining the domestic distribution 
of such products for this reason, and wish to carry on 
doing so in 1978. Capital-intensive investment projects in 
the energy and raw materials producing sectors were 
characteristic for all east European countries and, in par- 
ticular, for the Soviet Union. In the latter country, agri- 
cultural investment expenditures were also very large. 
Reconstruction and modernization of existing enterprises 
continues to be a major element of policy for increasing 
over-all economic effectiveness. 


As to east-west trade, the slowness of the recovery of the 
western market economies required adjustments of the 


foreign balances of the east European countries and the 
Soviet Union by way of promoting exports to and reduc- 
ing imports from the West. The trade deficit was thus 
reduced and might possibly have been below §5 billion in 
1977—$2.5 billion less than in 1976, bringing the estimate 
of the accumulated deficit to $37 billion {с $40 billion at 
the end of 1977. Increased sales within the CMEA area 
contributed to last year’s upsurge in total trade within that 
area, and exports to developing countries also moved up 
sharply. However, the relative shares of eastern, western 
and developing countries in the total foreign trade of the 
CMEA member countries did not change significantly. 


CHAPTER 1 


RECENT ECONOMIC DEVELOPMENTS IN WESTERN EUROPE 


INTRODUCTION 


For the west European countries! taken together 
Gross Domestic Product increased less than half as fast 
in 1977 as in 1976, 2.0 per cent compared with 4.5 per cent. 
In 1978 the growth rate is expected to be between these 
two rates. For the United States, on the other hand, the 
increase in GDP was as high as 5 per cent in 1977 and is 
expected to be about the same in 1978. 


The development of the main components of aggregate 
GDP in western Europe is as follows: 


Western Europe, percentage yearly change 


Forecast 


1976 1977 1978 


Private consumption ... . 3.1 Ze 3.1 
Gross fixed capital investment 27 1.3 2.6 
Gross domestic product. . . 4.5 2.0 3.4 


In 1976 investments in inventories (not shown in the 
table) contributed largely to the increase in GDP. In 1977 
the rates of increase of both private consumption and 
gross fixed capital investment fell below the rates of the 
previous year. The expected rates of increase of these 
demand components in 1978 are practically the same as 
in 1976. As in 1976, GDP in 1978 is also expected to 
increase faster than private consumption and fixed invest- 
ment; however, investment in inventories is not expected 
to make any significant contribution to the rise in GDP. 
The faster increase in GDP reflects instead an increased 
contribution from the foreign balance. This is to a large 
extent related to optimistic expectations embodied in 
individual country forecasts about the development of 
exports. If, however, the aggregate domestic demand 
components develop according to the forecasts given in 
the table, international trade may not expand as vigorously 
as implicitly assumed by the national forecasts. To that 
extent the forecast growth of aggregate GDP may well 
be on the optimistic side. 

On the other hand the improvement in the confidence 
of households and enterprises—discussed in section 4 (i) 
of this chapter—may have a positive impact on private 
consumption and business fixed investment which has 
not been taken into account in some of the national 


1In this chapter western Europe comprises Austria, Belgium, 
Denmark, Finland France, the Federal Republic of Germany, 
Ireland, Italy, the Netherlands, Norway, Sweden, Switzerland and 
the United Kingdom. 


forecasts. In spite of the optimistic bias in these forecasts 
with regard to exports, over-all growth in western Europe 
in 1978 might therefore turn out to be well above 1977 
(on a comparison of calendar years). More important, 
perhaps, is the development profile during 1978. The 
view has been expressed that, on present economic polli- 
cies, the most probable outcome will be a slowing down 
during the course of the year.2 However, if there is 
reasonable progress during the first half of 1978, which 
is likely, confidence factors and business cycle mechanisms 
may carry the cyclical improvement well into the second 
half of the year. The above forecast for 1978 may then 
actually turn out to be on the low side. There could then 
be a synchronized upturn of the private sectors in western 
Europe and the United States. This would, however, 
hardly be sufficient to establish a sustained recovery. The 
probability of such a development would be consider- 
ably enhanced by additional demand stimulation from 
economic policies, but the prospects for such stimulation 
do not look very bright at present. Even for the medium 
term the prevailing philosophy seems to be one of restric- 
tion and caution. 


Under such circumstances the outlook for an improve- 
ment in the persistently depressed labour markets is bleak. 
At the end of 1977 unemployment was higher than a year 
earlier in Belgium, Denmark, Finland, Italy, Sweden, the 
United Kingdom and Canada; elsewhere in western 
Europe it was more or less unchanged or marginally 
lower. Only in the United States was there a decisive 
improvement (see table 1.4). It can be assumed, further- 
more, that “hidden” unemployment has continued to 
increase in the guise of retraining schemes, public works, 
and withdrawals from the labour force. 

The probability of a shift to expansionary economic 
policies will very much depend upon the way in which 
low-inflation countries view the risks of a renewed upsurge 
of inflation. Among the west European countries Austria, 
Belgium, the Netherlands, Switzerland and the Federal 
Republic of Germany form a group with relatively low 
inflation rates: at the end of 1977 their rates ranged 
between 1.3 per cent (Switzerland) and 6.4 per cent (Bel- 
gium). In the group consisting of the other west European 
countries the range was between 9.2 per cent (France) and 
14.0 per cent (Italy). The grouping has remained quite 
stable during the last three years, although in 1977 Nor- 


3 See, for example, OECD, Economic Outlook, Paris, December 
1977. 
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way and Sweden moved into the high-inflation group and 
Belgium into the low-inflation group. (The increase of 
consumer prices in the United States places it at the upper 
end of the range in the low-inflation group.) The fore- 
casts for 1978 indicate that this grouping will remain 
(cf. table below). In 1978 there will be some convergence 
between the two groups essentially because of a further 
fall in the average rate of the high-inflation group. 
Within each group the dispersion between countries is 
also expected to narrow so that, in this respect, the 
difference between the groups will become more clear-cut. 


Annual rate of inflation in two. groups of 
west European countries 


Low-inflation group * High-inflation group © 


оби лк. abit 6.3 13.0 
О а а 4.9 12.6 
1978 ео 4.7 10.4 


Source: Table 2.4. 
' As, Belgium, the Federal Republic of Germany, the Netherlands, Switzer- 
land. 


> Other west European countries, 


The countries which belong to the low-inflation group 
are also the hard currency countries and this points to the 
existence of “virtuous” and “vicious” circles. The hard 
currency countries have experienced fairly continuous up- 
ward pressure on their exchange rates which in turn has led 
to lower import prices and a further slowdown in domes- 
tic inflation. Weak currency countries, on the other hand, 
have encountered difficulties in implementing the neces- 
sary policies to reduce high rates of inflation, partly 
because of the link between depreciation, increasing 
import prices and the wage-price spiral. 

Some deficit countries have, however, improved their 
external balances. This is shown in the following table 
where the current account balances are calculated as per- 
centages of gross national product for countries belonging 
to the “high-inflation” group. It is questionable, however, 
if these improvements are sustainable since they depend 
partly on low imports related to inventory movements, 
and partly on very restrictive economic policies. 


Current account balances as percentage of GNP 


1976 1977 
Denmark] СА —5.0 —3.7 
Finland 3: о Фа —4.1 —0.6 
France* 232 ЕЕ И tela —1.8 —0.9 
Наума se eee —1.6 0.6 
Norway's! sak (Atte teers haere es —11.9 —14.3 
Sweden’), гра tobi Melee auton: —3.3 —4.6 
United Kingdom ......... —1.0 0.0 


Source: Secretariat estimates derived from national statistics. 


In 1978 there should be some further improvement 
particularly in Italy and the United Kingdom. Amongst 
the strong currency countries the surpluses on current 
account in the Federal Republic of Germany and Swit- 
zerland remained roughly unchanged and are expected 
to remain so in 1978. The surplus of the Netherlands 
deteriorated but may improve in 1978. 


Altogether the countries of western Europe improved 
their current account in 1977 by some five billion dollars. 
The countries of southern Europe, on the other hand, 
experienced a worsening. The largest movements for 
individual countries, however, involved a deterioration 
of the current account of the United States and an 
improvement for Japan: 


Current accounts, billion US dollars 


1977 


Western Europe sere ac) seer —13.0 —8.4 
Southern Europe ......... —8.3 —10.2 
United, Эа, ив —1.4 —20.2 
Зараймы .. 484 9 ово: © a9 10.5 


Source: As for table 1.3. 


Not much change in the country pattern of current 
account deficits and surpluses is expected for 1978 since 
differential demand positions will not change very much. 
The failure to allow the adjustment process to proceed 
properly will thus continue to express itself in erratic 
movements and uncertainties in the foreign exchange 
markets. 


1. OUTPUT, EMPLOYMENT AND DEMAND 


(i) Over-all view 


For the west and north European countries combined, 
the output recovered in the third quarter of 1975 but 
stagnated throughout the summer of 1976; there was 
moderate resumption of growth in the last quarter of 
1976 and the first of 1977, but from the second quarter 
industrial output started to decline again and in the third 
quarter it was below the level it had reached in the last 
quarter of 1976 (table 1.1). The decline between these 
last two periods was mainly due to a downturn in chemi- 
cals and metal-using industries. Basic metals industries 
had not participated at all in the short-lived recovery 
which characterized most other industrial branches 
towards the end of 1976 and the beginning of 1977.3 Оп 
an individual country basis, the fall in industrial pro- 
duction between the last quarter of 1976 and the third 
quarter of 1977 was particularly large (5 per cent or more) 


3 may be worth recalling that, on a year-to-year basis, 1976, 
following the severe 1975 recession, was a year of rapid recovery in 
most west European countries as well as in Canada and the United 
States. In Austria, Belgium, Denmark, France, the Federal Repub- 
lic of Germany, Italy and Norway, GDP rose by 5 per cent or more, 
that is, ata higher rate than the long-term trend. In the Netherlands, 
output growth was somewhat lowe;z, but still relatively high (4.6 per 
cent). There was no such recovery in Finland, Sweden, Switzerland 
and the United Kingdom. GDP declined in Switzerland while it 
rose by only 0.4 per cent in Finland, 1.7 per cent in Sweden and 3.0 
per cent in the United Kingdom. The 1976 recovery was led by 
private consumption, especially durables, and by restocking. Pri- 
vate consumption was boosted by an unusually large decline in 
household savings. As was shown in the Survey for 1976, policies 
became restrictive at an unduly early phase of the cyclical upswing. 


in Belgium, Finland, Italy, Norway and probably Den- 
mark; there was also some decline in the Netherlands 
and Sweden, while in Austria, France, the Federal 
Republic of Germany and the United Kingdom there was 
no sizeable change. However, in these countries indus- 
trial production was also lower in the second and third 
quarters than in the first. 


Only in Ireland was there a rapid expansion of output. 
In Switzerland a slow rate of recovery continued from 
tie very depressed 1976 level. 4 Thus, the 1977 industrial 
output profile in most individual countries and for the 
region as a whole was characterized by an upward 
tendency in the first quarter of the year and by a down- 
ward tendency or stagnation thereafter. However, this 
movement towards renewed recession appears to have 
come to a halt in most countries towards the end of 1977 
or the beginning of 1978; leading indicators suggest that 
a moderate upturn may be under way in some of them, 


On the basis of present estimates, it appears that in 1977 
GDP rose between 2 and 3 per cent in Belgium, France, 
the Federal Republic of Germany, Italy and the Nether- 
lands.* In Denmark, the growth rate was about 114 per 
cent while in the United Kingdom output remained 
virtually at the 1976 level. In Finland and Sweden there 
was a decline, which in Sweden occurred in spite of 


“In Switzerland, industrial production in the last quarter of 1976 
was virtually at the same level as in 1970, while for the west European 
countries combined it was 20 per cent higher. 

5 Percentage changes in the formation and use of resources for 
individual countries are shown in the appendix table. The projec- 
tions for 1978 are national forecasts. 


TABLE 1.1 


Industrial production by major branches in OECD west European countries combined 
(Percentage change over preceding year or quarter) 


1976 в 1977 в 
1975 1976 1977 01 02 03 0+ 01 02 03 0+ 

Pee те 3 ТУ Cer СИИ i fee Ор. = СООО Ре 9 СОЯ Е НН 
Food, beverages and tobacco . — 4.4 — 0.9 1.7 — 0.9 0.8 —09 - 
Textiles, clothing, leather . . —5.7 8.1 —1.9 4.0 1.0 1.0 1.0 —4.7 —1.0 
Chemicals, rubber, petroleum 

and coal products .... . —10.1 12.9 2.3 5.1 3.2 0.8 — 3.1 —2.3 —1.5 
Basic metals и.о. —16.2 8.2 —1.9 Я 51 10 —159 -10 —10 —2.0 
Metal-using industries —5.1 4.5 3.4 0.9 1.8 0.9 137, Lie S17 ~ 
Total manufacturing ° —6.8 6.4 2.6 1.8 2.7) — 1.7 1.7. . —2.5 - 

ini i _ —3.0 2.1 
Mining and quarrying ... . 1.0 2.0 3.0 1.1 1.1 2.1 2.1 
Electricity and gas...... 1.5 8.1 27 3.6 —1.4 1.4 2.1 0.7 1.4 —1.3 
Total industrial production .. —6.8 6.4 2.6 1.8 Ni 0.9 1.7 17 —16 —08 0.8 


Sn nn LE EEE 


Source: OECD, Industriai Production, quarterly supplement to Main Economic Indicators, Paris. 


в Quarterly data are seasonally adjusted. 
> Including branches not shown separately. 
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Recent economic developments in western Europe 
TABLE 1.2 


Output and domestic demand 
(Annual percentage change, in volume) 


Domestic demand 
о ДО 
Country and year GDP building building production 
Austria 
1976 es. ОЗ 0. DHT RAE TAS 5 512 7.6 4.3 8.0 
97а са Ио: 3.5 5.0 6.0 3.5 
1978, cece A ate teens: ОЕ Рис 1.5 0.5 1.3 
Denmark 
ПО ные 5.3 10.1 7.6 7.8 
И, one ces ans 1.5 —0.8 —0.6 
ровен, CRY ум 1.0 —0.7 —- 
Finland 
1976 rhs oct ts unl a ENE So Sass. a esr as 0.4 —3.4 —2.6 1.8 
(Ly оо Чье —0.5 —5.0 —2.0 —1.0 
О О Ore Sas esd suk Racks 2.5 2.0 1.0 ate 
France 
ISTIGAR YRPAII. He Paes LB 5.4 7.3 4.4 8.7 
1977 wee са 24) fae 3.1 2.0 2245) 1.5 
8-Е рты sie he gape 3.0 : $ 
Germany, Federal Republic of 
976 а пе сое 5.7 5.4 3.7 8.5 
И ко 2.4 2.5 2.5 3.2 
Оч И ae ee 3.5 3.5 3.5 A 
Ireland 
TOT GR ere eae ms Boe a ane 3.2 6.3 3.0 10.1 
NOT TC eee ct ie. чека 6.0 6.5 6.0 8.3 
о т Са Ne 6.0 6.5 6.3 : 
Italy 
WOTG res sen tae set hc een 5.6 5.5 2.9 12.0 
OTT т, ee ene 1.7 0.1 1.7 1.0 
с cae ae eae 3.0 
Netherlands 
бы out co pe aes ee 4.6 4.5 1.9 5.9 
OTT aye ak ons uate oc И: 2.5 5.0 5.0 0.5 
LOT Be setae ро ен test 2.5 2.5 2.5 у 
Norway 
Тб: со 5.8 7.0 7.4 6.8 
И О он 3.9 3.4 4.5 0.5 
о heat cre) Boe hee seh chars Se 3.5 23 
Sweden 
1976s, eee si све a 1.7 2.3 2.7 —1.0 
о о ome a И —2.4 —5.0 —0.5 —2.5 
о acs В eae) eee core 0.2 1.0 — 
Switzerland 
о Rehr у Е . —2.1 —1.4 —2.0 0.7 
197 Tes осо 4.0 3.6 2.4 4.0 
IST eee. ous ед 1.7 1.8 1.8 
United Kingdom 
О о а ae 3.0 2.1 0.4 1.4 
А а а ее Pace 0.1 —0.6 —1.2 1.3 
о Oe 2.9 3.6 3.7 


Sources; As for appendix table. 


Note ; Figures for industrial production for 1976 are based on value added data for the following countries: Austria, 
Denmark, Finland, the Federal Republic of Germany, Italy, Norway and Sweden. For the ет and for the 


year 1977 the data refer to short-term indices of industrial production. 


expansionary policies. The growth rate was higher than 
3 per cent in Austria (around 3.5 per cent), Switzerland 
(4 per cent), Norway (4 per cent) and Ireland (around 
6.0 per cent). However, in Norway the growth rate is 
3.6 per cent if the shipping and oil activities are excluded. 
For the 13 countries combined, total GDP rose by 2 per 
cent in 1977; the aggregation of national forecasts 
prepared towards the end of 1976 gave a growth rate of 
about 3 per cent. For 1978, as already mentioned in the 
introduction, national forecasts show an increase in 
output only slightly higher than 3 per cent for the 13 
countries taken as a whole. The picture in the United 
States is quite different: GDP grew by 5 per cent in 1977 
and is forecast to grow from 4.5 to 5 per cent in 1978. 
In Canada, output rose by only 2.5 per cent in 1977 and 
unemployment increased but, in contrast with most 
west European countries, an expansion near to 5 per cent 
is projected for 1978.¢ 


The development of output in the individua! west 
European countries should be considered against the 
different degree of constraint imposed on growth policies 
by inflation and balance-of-payments positions. In the 
Federal Republic of Germany and Switzerland, inflation 
had already been greatly reduced in the course of 1976: 
consumer prices rose by 1 per cent in the latter country 
and by 3.8 per cent in the former between the last quarter 
of 1975 and the corresponding period of 1976. Further- 
more, both of them had a large surplus in the current 
balance of payments. The Netherlands was also in 
surplus on the current account in 1976, though not to 
the extent of Switzerland and the Federal Republic of 
Germany. There was also a small surplus in Belgium in 
the second half of the year. In Belgium and the Nether- 
lands, inflation, as measured by consumer price indices, 
was running at about 8 per cent per year, both below the 
west European average. 


The contribution of these four countries to the growth 
of output in the region as a whole in 1977 was small. As 
already mentioned, output in the Federal Republic of 
Germany rose by no more than in the west European 
countries combined, while in Belgium, the Netherlands 
and Switzerland, the difference was very modest. The 
growth of merchandise imports (in volume) varied 
greatly among the four countries, ranging from 10 per cent 
in Switzerland and 5 per cent in Belgium and the Federal 
Republic of Germany, to 1.5 per cent in the Netherlands. 
For this group as a whole, imports grew somewhat faster 
than for the other west European countries combined 
but part of the difference was in all likelihood due to 
differences in imports for stocks. Domestic demand 
excluding changes in stockbuilding rose more than 
output in Belgium and the Netherlands but at the same 
rate in the Federal Republic of Germany and less in 
Switzerland (table 1.2). One factor that prevented the 
adoption of more expansionary policies in these four 
countries, in spite of balance-of-payments surpluses, was 
the declared intention of reducing—and in any case of 
not widening—the deficit of the public sector, which was 
seen as a major potential source of inflation. A second 
factor was the judgement that, at the current low levels 
of profits, fiscal incentives to invest would have had little 
effect. There is some evidence to suggest that where such 
temporary incentives have been applied—as in the Federal 
Republic of Germany—they have provoked an earlier 


8 [п Canada, output did not decline in 1975 and grew by 5 per 
cent in 1976. 
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implementation of investment programmes already de- 
cided upon but not an over-all increase. A third factor 
was the disappointing development of exports, a conse- 
quence of the weak developments abroad. 


For this group of countries taken as a whole, the sur- 
plus of the current balance of payments declined between 
1976 and 1977 from 9.1 billion dollars to an estimated 
7.9 billion doliars. The decline was entirely due to the 
Netherlands whose surplus was sharply reduced both in 
terms of national currency and of dollars (table 1.3). In 
Switzerland, the surplus remained virtually unchanged 
in national currency and rose in dollar terms because of 
the appreciation of the Swiss franc. A deterioration of 
the trade balance (in local currency) was offset by a 
large surplus for invisibles and especially for investment 
income. In the Federal Republic of Germany the current 
surplus declined from DM 8.5 billion in 1976 to DM 
8.15 billion in 1977 because of much larger net payments 
for services and especially for tourism.” However, as in 
Switzerland, the current account in dollars was larger 
in 1977 than in 1976 because of changes in exchange 
rates. Belgium’s current account moved into surplus in 
the second half of 1976, though for the year as a whole 
there was a deficit of about 0.3 billion dollars. Figures 
for 1977 are not available but it appears that the current 
balance either was in equilibrium or showed a consider- 
ably smaller deficit than in 1976. On the whole, the 
narrowing which took place in 1977 between surplus and 
deficit countries (the countries other than the four here 
listed) was mainly due to the second group. 


Towards the end of 1976, the remaining nine countries 
were at grips with balance-of-payments deficits and some 
of them at least, with severe inflation. The situation was 
particularly serious on both counts for Denmark, Finland, 
France, Italy and the United Kingdom. For most of 
1977, the policy stance remained restrictive in these 
countries. A gradual relaxation took place in the course 
of the year in some of them (especially in the United 
Kingdom) but this will mainly affect output in 1978: 
developments in 1977 bore the full brunt of the restrictive 
policy measures adopted during 1976. Final domestic 
demand (as measured by private and public consumption 
and fixed investment) declined in Denmark, Finland and 
the United Kingdom and rose only moderately—and 
less than output—in France. In Italy, private and public 
consumption rose at unusually low rates (around 2 per 
cent) and fixed investment—as far as can be judged from 
provisional information—is reported to have remained 
on the level of 1976. In Finland, France, Italy and the 
United Kingdom exports of goods and services rose at a 
relatively high rate, more than the west European average 
and more than the growth of their respective imports. 
The current account balance was greatly reduced in 
Finland and moved into surplus in Italy and the United 
Kingdom in the second half of 1977. For the United 
Kingdom, oil obviously made a major contribution to 
this improvement. On the whole, these four countries 
succeeded, to a varying extent, in redressing their foreign 
account situations. In Denmark, the improvement on 
the foreign account was only marginal and was the 
consequence of weak domestic demand rather than of 
export growth, which was only 4 per cent. Price develop- 
ments varied greatly among countries. The rate of 
increase picked up towards the end of 1977 in Denmark 


7 Expenditure on travel abroad rose by DM 3 billion to DM 25 bil- 
lion in 1977. 
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TABLE 1.3 


Current account and changes in official monetary reserves 
(Million US dollars) 


Position of 
official 
monetary 
Country reserves 
end 1975 
Austtiasnbesr. antecuy 30. bk 4 439 
Belgium-Luxembourg ..... . 5 797 © 
Denmark se vacuo cis. Ga eee 877 
Finland ore ее 470 
Prances die ne > ascee es aa oe 12 593 
Germany, Federal Republic of . 31 034 
Jreland? и eee cot ne ee №552 
ау sit fe Ра У мате 4 774 
Netherlands Эт 5085 28 7 109 
INOrwayuiak aa. eset 2 237 
Зубенко Serie а. 3 077 
Switzerland.jc- sete ро ыы Ghee 10 428 
WnitedsKingdom\sees eae 5 459 
ToTaL 898266 


Changes т reserves % 


1977 


Current account 


1976 1977 1976 


—1470 —2965 —29 —166 
—320 a —591 ° 555 
-1910 —1 630 38 756 
—1 165 op) LE) 28 72 
—6100 —3250 —2 865 466 
3 360 3 510 3 767 4 966 
‘—270 =-05 305 535 
—2 760 1 180 1880 4954 
2545 500 278 678 
—3 710 —5165 =) —29 
—2415 —3590 —586 1177 
3 495 3 600 2565 837 
2.215 — 60 —1 229 16 827 
—12935 —8350¢ 3553728311028° 


Sources: Current account: National statistics and Secretariat estimates. Reserves: IMF, Гиегпайопа! Financial 


Statistics, Washington, February 1978. 


а Changes from end of preceding year to end of current year. 


> Excluding Luxembourg. 
¢ Excluding Belgium-Luxembourg. 


but decelerated strongly—more than the west European 
average—in Italy and the United Kingdom. In Finland 
and France there was no sizeable variation in the trend 
during the year. Unemployment (open or concealed) 
increased and the weakness of domestic demand, with 
the exception of Italy, led to a steep fall in enterprise 
investment. Such fragmentary information as is available 
suggests that profits rose in the United Kingdom—where 
wages rose less than prices—but not in the other four 
countries. In 1978 the output expectations are somewhat 
better for Finland, Italy and the United Kingdom than 
in 1977, but for Denmark a growth rate of GDP of only 
1 per cent is projected compared with 1.5 per cent in 1977. 

Towards the end of 1976, the remaining four countries 
(Austria, {reland, Norway and Sweden) were quite 
different in respect of output growth and inflation rates. 
However, in 1977 all of them refrained from adopting 
severely restrictive policies in spite of large balance-of- 
payments deficits. In Austria domestic demand continued 
to expand vigorously in 1977, both for private consump- 
tion and investment; inflation decelerated but the foreign 
deficit widened. In Ireland, both the major components of 
domestic demand and exports rose sharply and much 
progress was made in curbing inflation while the foreign 
deficit widened. In Norway and Sweden, priority con- 
tinued to be given to the employment situation. In 
Norway, unemployment—already at a very low level in 
1976—declined further in 1977 but no further progress 
was made in curbing inflation; the foreign deficit widened 
but did not increase beyond what is considered to be the 
borrowing capacity of the country. Over-all economic 
developments in Norway continued to be strongly 
influenced by oil activities. The Swedish case is para- 
doxical since expansionary policies did not prevent a fall 
in output, private consumption and fixed investment. 
Exports remained flat and imports declined in volume; 


however, the current balance of payments worsened 
because of a deterioration in the terms of trade. Through 
the year inflation worsened, the rate of price increase 
going up from 9.3 per cent in the first quarter to 12.6 per 
cent in the last. Austria and Sweden have projected very 
low growth rates of output for 1978 (1.5 and 0.2 per cent 
respectively).® 


(ii) Employment 


Between the end of 1976 and the end of 1977, unemploy- 
ment rose sharply in Belgium, Denmark and Finland and, 
more moderately, in France, Italy and the United King 
dom. It remained virtually at the 1976 level in Austria, 
the Federal Republic of Germany, the Netherlands and 
Sweden while it declined in the remaining countries, 
that is, Ireland, Norway and Switzerland. 


The present level of unemployment is a matter of 
serious concern in western Europe (as it is in North 
America); however, in view of the disappointing develop- 
ment of output, it may appear surprising that unemploy- 
ment did not increase even further. The interplay of 
changes in employment, labour force and, in some 
countries, international migration, as determinants of 
unemployment changes, is briefly reviewed below on a 
country-by-country basis. The main features are sum- 
marized here. The first factor cushioning unemployment 
growth in 1977 was the relatively favourable development 
of employment. The relative figures are shown in table 
1.4. Employment rose in seven countries (Austria, 
Ireland, Italy, the Netherlands, Norway, Sweden and 
the United Kingdom), remained virtually flat in Switzer- 
land, and declined in the remaining four (Denmark, 


8 Policies in the individual countries are reviewed later in this 
section. An assessment of the policies is contained in section 4. 
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TABLE 1.4 
Employment and output per person employed for the total economy; 
and total unemployment 
(Annual percentage changes) 
a ВЕНИЕН 


Unemploy- 
Output ment level— 
Country and year Employment ной г Bee 
Austria 
1975S". . hae et kd —2.2 0.2, 2.8* 
19767 > Salk 2 2 NG 0.1 БЕ 2,3* 
ПЕ ees 2.05 №5 25% 
Belgium 
Пи Pesci > а —1.5 —0.6 8.7 
1976 бо чо Ro: —1.3 6.9 9.8 
р ПОВ —0.7 32 11.0 
Denmark 
И "с —2.1 1.0 Е! 
ТОТ Мань А 17 3.5 7.9 
СЕ М асе 0.5 1.5 8.9 
Finland 
Ay О РЕ —0.4 1.1 32 
LG), о сою. <, $. —3.0 3.8 4.6 
ТО ре о с. ©. —2.3 1.8 7.2 
France 
ТО И: es —1.1 1.8 4.5* 
Тб аз <a: 0.1 5,3 4.6* 
LOT Tick te ae ох —0.5 35 5.1 
Germany, Federal Republic of 
веник ба —3.4 0.8 4.8* 
Об: И и Ske uss ваз —0.9 6.6 4.4* 
TERE фо RR ng nee —0.4 3.0 4.4* 
Ireland 
TOTS ee ee Me —1.5 1.8 13.1 
1976 Ro 20e, BRS ee —1.4 4.7 1272) 
TOTS ti atte Gare. Oe. BES 1.5 3.8 11-2 
Пу 
Я 2 0.1 —3.6 Е] 5 
19768 ee es PEN, cy as ho) 0.9 4.7 3.9 с 
ЭМ. Res | eee 0.4 43 7.2 са 
Netherlands 
ISIS ee ts we ef —0.7 в —0.5 4.9* 
1976: ое... —0.3 ¢ 4.9 4.6* 
ТЕ а. val ibe 0.3 ¢ р 4.5* 
Norway 
ОЭ: ии бое 0.2 е 4.0 2.6 
Об atte ks serous 1.7 ¢ 4.0 1.4 
ПО nee Se aes 1.5 ¢ 2.4 1.3 
Sweden 
По... 2:5 —1.6 1.6 
об... . 0.6 Ц! 125 
LOTTE. тина ake 0.5 —3.0 1.8 
Switzerland 
ПО ие ee —5.4 —2.1 0.9 
окт wowscy вр РОО —3.9 1.9 0.6 
197 er aes ns es — 4.0 0.4 
United Kingdom 
1975 са В: —0.7 —1.1 5.1 
1976 ов оу —0.6 1.6 5.8 
О hy ele) as é 0.4 0.5 6.2 


TABLE 1.4 (continued) 
Ф— 


Unemploy- 
Output ment level— 
per person end of year ® 
Country and year employed per cent 
Canada 
OTS eee eae. oes eee 1.9 —0.8 6.9 
О 3s = 9.-hereel aes 2.2 2.6 7.4 
IST See Le Oe 2.0 0.5 8.3 
United States 
1975. вы —1.3 — 7.8 
К ages. or ae ae 3.2 257 7.4 
А о К 95 ES 6.0 


Sources: For output: United Nations, Yearbook of National Accounts Statistics, 
New York; OECD, National Accounts of OECD countries, Paris; and national 
statistics. For employment and unemployment: national statistics. 


Note: Concerning unemployment levels, it should be borne in mind that the 
definition of unemployed persons varies between countries and that this makes 
inter-country comparisons difficult. In this table the basic data for Finland, Italy, 
Canada and the United States refer to the number of unemployed obtained from 
labour force sample surveys. For the other countries the data refer to registered 
unemployed or applicants for work obtained from the national employment 
offices (for Belgium, wholly unemployed persons receiving insurance benefits). 


а Unemployment as percentage of total labour force. 

> Based on wage- and salary-earners only. 

с October of each year. 

а Figure based оп a revised definition of unemployment. 
е Refers to man-years. 


Finland, France and the Federal Republic of Germany). 
Inter-country differences in employment growth seem,to 
reflect national employment policies rather than differ- 
ences in output growth rates. In some countries, and 
especially in Scandinavia as well as in the Netherlands, 
the public sector acted anti-cyclically and absorbed all 
or most of the recorded employment increase. A second 
factor was the unusually low growth or even decline of 
labour productivity. With few exceptions, industrial 
output per person employed remained flat or declined 
between the last quarter of 1976 and the third quarter of 
1977, this being the last period for which data could be 
collected (table 1.5). The behaviour of labour productivity 
in industry in 1977 partly reflects the normal time-lags 
between changes in output and employment. It may be 
recalled in this context that in many countries 1976 was 
a year of rapid industrial expansion and that output 
started declining in the second quarter of 1977. The 
United Kingdom might be an exception to this general- 
ization and labour might have been retained by enterprises 
because of improving expectations. A third factor 
reducing the growth of open unemployment was the 
downward effect of a slackening demand on activity rates. 
Finally, in Switzerland and the Federal Republic of 
Germany foreign labour had continued to decline (no 
recent information is available for France). 

In Austria, employment of wage- and salary-earners 
rose by nearly 2 per cent between 1976 and 1977, that is 
by about 60,000 persons, though the rate of increase 
gradually decelerated and turned into an actual decline 
in the closing months of 1977. Total employment, in all 
likelihood, rose somewhat less because the number of 
self-employees probably continued to decline for structural 
reasons. Nevertheless, the employment increase of 1977 
is high by any standard. Employment declined during 
the 1960s when output had increased by a full 5 per cent 
per year and rose by less than 1 per cent between 1970 and 
1976. On the supply side, the 1977 employment increase 
was made possible by demographic factors and immigra- 
tion, the number of foreign workers increasing by nearly 
15,000 persons. The dip in employment which took 
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TABLE 1.5 


Quarterly index numbers of industrial production а and employment 


(1973 = 100) 
Е НОА are Stee eae a eI EN ter ibe be a SR ak et ee ee Seb he 
1976 1977 
Qi Q2 Q3 0+ 01 02 903 0+ 
Austria 
А AS rupert Oe WNC 100.7 104.2 106.0 108.4 109.1 108.5 108.0 108.3 
ВЕ. ом Е 91.8 92.2 93.7 94.4 93.7 93.1 94.2 94.0 
СУ... Mii Gest 109.7 113.0 113.1 114.8 116.4 116.5 114.6 115.2 
Belgium ® 
Bo terse еее 98.3 102.6 101.7 102.6 103.4 102.6 98.3 100.0 
Bie teh. М anton, 92.8 92.3 91.9 91.2 90.5 89.3 88.4 ate 
Ce oc ea oes 105.9 111.2 110.7 112.5 114.3 114.9 111.2 зе 
Denmark 
A Seria: И aan a bes Be 5 ee a #3 55 
В 84.8 86.6 87.2 86.2 85.3 84.9 84.5 82.9 
(о отв арене smacks Ae AG a na 6 ae of 
Finland 
Ate os. eee mths Lene 99.2 102.5 99.2 ` 104.1 97.5 97.5 97.5 101.0 
о АТ 96.7 101.4 102.6 99.1 96.4 99.3 100.0 96.4 
(в о ааа Pe mer ae 102.6 98.9 96.7 105.0 101.1 98.2 97.5 104.8 
France 
ASN i tke bs) Uiebmaes Woes 101.7 102.5 104.1 104.1 107.4 104.1 104.1 102.5* 
Верос) dus See ees 96.7 96.7 97.5 97.4 97.0 96.9 96.8 98.9 
Со: п Gasca aio. 105.2 106.0 106.8 106.9 110.7 107.4 107.5 103.6* 
Germany, Federal Republic о}? 
АНА р 98.3 100.1 101.0 101.9 103.6 102.7 102.7 103.6 
Behnke shite cit ес 88.1 88.3 89.1 89.2 88.8 88.6 89.2 89.1 
И 111.6 113.4 113.4 114.2 116.7 115.9 115.1 116.3 
Ireland 4 
Е АИ toa hts 100.8 102.5 105.0 106.6 108.3 112.5 111.7 115.8* 
В с ем snes use 91.8 93.6 94.5 95.8 95.2 96.8 97.7 Se 
(GS eae o> Bho waded repr a 109.8 109.5 111.1 111.3 113.8 116.2 114.3 
Italy 
о Nees 101.8 105.4 107.2 111.7 114.9 106.3 104.8 103.1 
Beware see 99.7 101.3 103.4 103.0 ve eis > a 
Cee Tt ee Bee . 102.1 104.0 103.7 108.4 ts oa 56 
Netherlands 
AALS НИЕ 104.2 105.9 106.7 108.4 106.7 107.6 105.0 107.6 
Bie. PL ee te, Nal ote 92.0 92.0 92.0 91.0 90.0 89.0 89.0 a 
CHa ieee URE. Ree 113.2 115.1 116.0 119.1 118.6 120.9 118.0 Ee 
Norway ° 
А Ries: Pi BESS Fase A 104.3 101.7. 103.5 105.2 104.3 99.1 100.0 103.5 
Be eye О ae 102.8 106.9 109.8 107.7 105.9 106.2 106.2 102.6 
Сы ег Ва oat. 101.5 95.1 94.3 97.7 98.5 93.3 94.2 100.9 
Sweden 
О «bey cde me 100.9 102.7 103.6 103.6 100.9 99.1 100.0 99.1 
Вобис: onl Sar snes ви 104.2. 104.7 103.7 102.9 101.4 100.6 99.6 97.7 
Са Saxe ine, ВЕТРЕ 96.8 98.1 99.9 100.7 99.5 98.5 100.4 101.4 
Switzerland 
И aches lawns ine Conia 87.3 88.2 89.1 90.0 91.8 93.6 94.5 92.7 
се 86.5 86.4 86.2 85.6 85.1 85.7 86.1 86.0 
о tats he tar Bao 100.9 102.1 103.4 105.1 107.9 109.2 109.8 107.8 
United Kingdom . 
А em ee pe Ра 91.9 93.7 93.9 94.9 95.7 93.3 93.9 93.2 
Bee SCM пт 93.3 92.8 93.3 93.9 93.6 93.7 94.3 94.3 
Cae EP es 98.5 101.0 100.6 101.1 102.2 99.6 99.6 98.8 


Sources : National statistics; and OECD, Main Economic Indicators. 


Note: A = Index ofindustrial production. 
B = Index of employment. 
C = Index of labour productivity. 


в Seasonally adjusted. 

> Manufacturing. 

¢ Data for 1977 are not strictly comparable with those of earlier years, 
4 Transportable goods industries. 

* From 1977 new series (not shown for lack of comparability). 

7 Excluding extraction of petroleum and natural раз. 


place towards the end of the year resulted in a sudden 
increase in unemployment which in December 1977 was 
slightly higher than in December 1976. The large employ- 
ment increase of 1977 took place in spite of only a mod- 
erate growth of GDP (3.5 per cent). The low labour 
productivity increase (1.5 per cent) reflects on the one 
hand the usual time-lag between deceleration in industrial 
output and employment changes and, on the other hand, 
a large employment increase in services. In Ireland, 
employment is estimated to have increased by 114, per cent, 
which is very near to the potential increase of the labour 
force at constant activity rates. Precise figures are not yet 
available for the non-agricultural sectors, but employ- 
ment rose both in industry (where output grew by about 
8 per cent) and in services; unemployment declined but is 
still more than 10 per cent of the labour force. 


In the Netherlands, total employment rose by an esti- 
mated 0.3 per cent (considerably less than the potential 
growth of the labour force at constant activity rates) and 
the entire increase was due to the public sector. In Nor- 
way, as in Austria, output rose in 1977 less than the long- 
term trend but employment grew faster, 1.5 per cent in 
man-years as against a trend rate of 0.8 per cent. The 
employment increase was greater than the “normal” 
labour force increase, that is, the increase due to demo- 
graphic factors and to expected changes in activity rates 
on the basis of past experience. Labour productivity 
rose at unusually low rates, one reason being the sectoral 
pattern of growth which was centred on services. It is 
also likely that there was some labour hoarding in the 
manufacturing sector where output growth slackened 
during the year. In Sweden, an array of specific policy 
measures has so far prevented a significant increase in 
open unemployment in spite of a fall in output in 1977 
and very slow growth in 1975 and 1976. In 1977, employ- 
ment rose by 0.5 per cent and output per person employed 
fell by 3 per cent. As in 1976, the over-all increase in 
employment conceals opposite movements in the enter- 
prise sector (where it fell) and in the government sector 
where it rose (at an annual rate of 4.5 to 5 per cent). 
Furthermore, participation in retraining courses rose 
from a monthly average of 42,000 in 1976 to 90,000 in 
1977. Average hours worked per worker fell by about 
1 per cent in 1976 and 1.5 per cent in 1977. On the other 
hand net immigration continued (at an estimated 25,000 
persons in 1977). In the United Kingdom the total number 
of employees rose by an estimated 0.4 per cent in 1977, 
about the same as the increase in the potential labour 
force at constant activity rates. The rise was insufficient 
to prevent a further increase in unemployment which, 
at the end of the year, amounted to 6.2 per cent of the 
labour force as against 5.8 per cent a year earlier. Yet 
the employment increase may be considered surprising 
as output remained virtually flat. The employment in- 
crease of 1977 took place only in the private sector; 
employment declined in both general government and in 
public enterprises.® It is likely that enterpises retained 
labour as the climate of expectations improved consid- 
erably in the course of the year. 


®A completely different situation obtained between 1974 and 
1976 when the government sector played a major role in softening 
the impact of the recession on employment. In that period, 
employment declined by about 700,000 persons in the private 
sector and increased by 413,000 persons in the general government 
sector. Employment in public corporations declined fractionally 


(11,000 persons). 
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Employment declined in 1977 in Denmark, Finland 
and France, while in the Federal Republic of Germany, 
there was no sizeable change. In Denmark, total employ- 
ment is estimated to have declined by 0.6 per cent, but 
the fall was 1.4 per cent in the enterprise sector where 
output per person employed rose by 3.3 per cent as against 
1.6 per cent for the total economy. !° In Finland, employ- 
ment had dropped by 3 per cent in 1976 and declined by 
a further 2.3 per cent in 1977, in spite of a deceleration in 
the growth of labour productivity. Unemployment rose 
from 4 to 5.7 per cent of the labour force, although its 
rise was cushioned by a decline in labour force partici- 
pation rates. A contributing factor to the latter was a 
continuing stream of emigration (13,000 persons in 1977 
compared with 10,000 persons in 1976). 


In the Federal Republic of Germany total employment 
declined by an estimated 0.4 per cent (nearly 100,000 
persons) while unemployment remained at its 1976 average 
level. The length of the working week was reduced and 
the number of partially unemployed persons rose from 
214,000 in December 1976 to 258,000 in December 1977. 
No precise information is available for net departures of 
foreign workers but in all likelihood they were smaller 
than the over-all employment decline. This implies a 
further considerable reduction in over-all participation 
rates since, on demographic factors alone, the potential 
labour force should have increased by about 0.8 per 
сет." At variance with sectoral developments in most 
other countries, employment in industry hardly changed 
but it declined in services and, particularly, in the govern- 
ment sector for specific policy reasons. In France total 
employment did not increase in 1976 in spite of rapid 
output growth (more than 5 per cent). Employment of 
wage- and salary-earners in non-agricultural sectors rose 
by an estimated 1.7 per cent, a rate not very far from the 
long-term trend. However, in the second half of the year 
employment increases in industry slowed down and 
subsequently petered out. In contrast with past cyclical 
behaviour, the stagnation of output which started in the 
second half of 1977 was accompanied by a simultaneous 
decline in employment. In 1977, total employment 
probably declined fractionally. The effect of the recession 
on the growth of the labour force is difficult to estimate 
with precision, but from such evidence as is available it 
would appear to be quite considerable since the normal 
increase of the labour force is estimated to be running at 
nearly 200,000 persons per year. 

As far as can be judged from available information 
employment prospects for 1978 do not appear more 
favourable than developments in 1977, in spite of an 
expected improvement in output. The main reason for this 
is that labour productivity is expected to increase more 
rapidly in 1978 than in 1977: this seems to be mainly due 
to the lagged effect of output and employment changes. 
In some countries, and especially in the Scandinavian 
area, the public sector will play a crucial role in 1978 in 
supporting total employment. The expected changes in 
GDP, employment (E) and output per person employed 
(P) in 1978 are shown below for those countries for which 
the relevant information is available: 


10 More recent estimates suggest a small increase in total employ- 
ment (between 0.2 and 0.5 per cent). 

11 The reduction in activity rates—a long-standing feature of the 
labour market in this country—accelerated sharply in 1973 because 
of an increase in early retirement and continued in 1975 and 1976 
because of slack demand for labour. 
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Percentage change 


GDP E P 
Austrians бе Ра es 5 — 1.5 
Déenmarke si с. ее 1.0 0.2 0.8 
Finland 2080 и 2.5 —0.2 27 
Germany, Federal Republic of 3.5 — 3.5 
Казна Spook eb Steg 6 2 4 
Netherlandsi. fi: eo D5) —0.3 2.8 
NOL Way Чье иен 1 0.4 0.6 
Swedentnc Еве 0.2 0.4 —0.2 
United Kingdom. ..... 2.9 0.4 2.5 


Sources: Аз for appendix table, 
а Excluding oil and shipping activities. 


Among the countries listed, an increase in employment 
is projected for Denmark, Ireland, Norway, Sweden and 
the United Kingdom. Only in Ireland, however, where 
output should continue to grow fast, is the employment 
increase expected to be sufficiently large to lead to a 
decline in unemployment. In the other countries, includ- 
ing those not included in the above text table, unemploy- 
ment should either remain at the 1977 level or increase. 
In very few countries is the expected employment increase 
of the same order of magnitude as the increase in the 
potential labour force (that is, the increase resulting from 
demographic factors and from activity rates changing in 
line with current trends). 


Hopes of preventing an increase in open unemployment 
are often based on the expectation of a lower than “‘nor- 
-mal’’ increase in the labour force. Among the countries 
listed above, an employment decline is projected in Finland 
and the Netherlands, while no change is forecast in 
Austria and the Federal Republic of Germany. In Austria, 
employment is expected to decline by 3 per cent in in- 
dustry and to increase by 1 per cent in services. Unem- 
ployment is projected to increase by 20,000 persons and 
to reach 2.5 per cent of all wage- and salary-earners 
compared with 2 per cent in 1977 (annual averages). 
In Finland, employment should decline by only 0.2 per 
cent. On the assumption that participation rates do not 
increase and emigration continues, it is hoped that 
unemployment will remain at the 1977 level. In the 
Netherlands, employment is expected to decline by 0.3 
per cent for the whole economy and by 0.5 per cent for 
the enterprise sector; unemployment should reach 5.5 per 
cent of the labour force. In the Federal Republic of 
Germany, employment is projected to remain at the same 
level as in 1977, output per person employed increasing 
by 3.5 per cent. However, the length of the working week 
is expected to decline. The official forecast of an un- 
changed labour force implies a further reduction in over-all 
participation rates. The employment increase expected in 
Norway and Sweden is due entirely to the public sector. 
By contrast, the employment increase (0.4 per cent) 
expected in the United Kingdom should occur mainly in 
the enterprise sector.!? 


(iii) Household consumption and fixed investment 


The deceleration—or actual decline—in GDP which 
was such a general feature of 1977 was also associated 
with a change in the same direction for private consumption 
(as could be expected since the latter is such a large share 
of the former). In Ireland and Switzerland both variables 


12 Medium-term prospects for the potential labour force and 
employment are examined in some detail in a forthcoming study 
prepared by the ECE secretariat. 


grew faster in 1977 than in 1976. The only exceptions to 
this generalization are Austria and the Netherlands where 
the growth of GDP slowed down in 1977 while household 
consumption accelerated. 

In the first part of this section, Denmark, Finland, 
France, Italy and the United Kingdom were singled out 
as forming a special group because of the stringent fiscal, 
monetary and incomes policies that were followed under 
the constraint of inflation and balance-of-payments 
deficits. Household consumption declined by as much as 
2 per cent in Finland and marginally in the United King- 
dom; it remained at the 1976 level in Denmark, rose by 
2 per cent in Italy and by 3 per cent in France. In all 
those countries, except France, it rose less (or fell more) 
than GDP: in France it grew at virtually the same rate. 
In general the squeeze was severe. The second group of 
countries was Belgium, the Federal Republic of Germany, 
the Netherlands and Switzerland which were in foreign 
account surplus and, in the case of the Federal Republic 
of Germany and Switzerland, had very low rates of 
inflation. A sizeable boost to domestic demand in these 
countries is considered a necessary, though not a sufficient, 
step along the difficult road towards re-expansion in the 
region as a whole. Household consumption rose at about 
3 per cent in the Federal Republic of Germany and 
Switzerland, by 3.7 per cent in Belgium and by 4 per 
cent in the Netherlands. In the Federal Republic of 
Germany and the Netherlands, it grew faster than total 
output, but in Switzerland somewhat less. 


On the face of it, the development of private consump- 
tion in the two groups of countries appears to have moved 
in the right direction for readjustment in the region as a 
whole: household consumption grew faster in the group 
of “strong” economies where it tended to increase faster 
than GDP while the contrary was the case in the group 
of “‘weak”’ economies. However, if the change was in 
the right direction, the growth rates of both GDP and 
household consumption in the strong economies were too 
weak to provide any real support to the weaker economies. 
Household consumption and GDP rose most in 1977 not 
in the “strong” economies but in three small countries 
—Austria, Norway and Ireland—where the strength of 
market forces was not significantly reduced by fiscal and 
monetary policies. 


For 1978, a sharp increase in private consumption 
(5 per cent) is expected only in Ireland and an increase 
of nearly 4 per cent in the United Kingdom following 
four years of stagnation or decline. For most other 
countries, the projected growth rates remain between 
1 and 3 per cent. A decline is forecast in Denmark and 
Sweden. As was the case in 1977, national forecasts 
expect the major impulse to output recovery to come from 
foreign demand; but the large share of intra-western 
European trade in total trade, makes this assumption no 
more plausible than it proved to be in 1977. 


Changes in private consumption can be seen as the 
outcome of changes in primary incomes, net government 
transfers (defined as the difference between taxes paid 
and cash benefits received by households), consumer 
prices and the household savings ratio. Unfortunately, 
the available information does not permit the identifica- 
tion for each country of the role played by each of these 
factors. Partial data for seven countries are shown in 


3 Household consumption in 1977 rose by 6.5 per cent in Austria, 
5.0 per cent in Ireland and 4.8 per cent in Norway. 
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TABLE 1.6 
Household income and savings 


Primary income: annual percentage increase 
Disposable income: annual percentage increase 
Real disposable income: annua! percentage increase 
Savings as percentage of disposable income 


re 
1975 1976 


вой> 


Finland 
AMID баре came 0) aus 22.0 12.0 8.54 
В т 19.3 6.8 10.0 
У ee eee 2.0 —6.0 —1.9 
чо ВА 14.9 9.5 Я 
France 
A CPN CARE Ms Fs, 16.6 15.4 12.0 
BS р Gv on see tes 16.5 13.0 12.1 
О aie 4.4 2.9 2.5 
DD eee eres et 18.6 16.8 16.4 
Germany, Federal Republic of 
Ae op 8.8 8.9 6.9 а 
И 9.7 6.4 6.6 
Car Зоо кто ев. 32 1.9 2.6 
aa кл I Sef, 14.3 14.0 
Netherlands 
Bers оО wo ct. 9.2 12.8 8.54 
ВА eee 12.4 14.3 as 
(ES a, ee Se ee 1.9 4.8 
а eel 14.7 16.4 
Norway 
И ар де РИ 16.0 13.4 11.9 
р перым 15.4 12.8 AF 
Oe ee ote ee se a 3.1 3.4 8:7 
Dit eee yee ees he 7.9 5.4 4.4 
Sweden 
AST AE os ЧАИ 18.6 17.4 8.8 
о RG bs 15.5 13.0 12.7 
Oat ete. Киа socer 4.5 2.7 1.5 
Dy Sheedtass рык. 9.6 8.3 10.8 
United Kingdom 
Ais?» sie eyes Sheet ces 27.3 14.8 10.3 
В оси 23.8 15.3 12.8 
бы: Dov вю: 0.6 —0.2 —1.3 
1b А ге 15.4 14.9 14.5 


Sources: Аз for appendix table. 
в Compensation of employees. 


table 1.6. Primary incomes in money terms grew less in 
1977 than in 1976 for all countries. For some of them, 
part of the decline in the growth rate reflected lower price 
increases, but the weakness of labour markets was a 
fairly general factor. Net government transfers do not 
appear to have squeezed the growth of primary incomes 
—as was the case in many countries in 1976—and dispos- 
able incomes in money terms rose more than primary 
incomes in Finland, Norway, Sweden and the United 
Kingdom; and at virtually the same rate in France and 
the Federal Republic of Germany. Still, in comparison 
with 1976, there was a fairly general slowing down, 
Finland being no exception. However, the consumer 
prices generally increased more slowly in 1977 than in 
1976. On a year-to-year basis, they grew faster in 1977 
than in 1976 only in Denmark, Italy and Sweden; and 
they rose virtually at the same rate in France, Norway and 
the Federal Republic of Germany. Therefore, the sharp 
deceleration between 1976 and 1977 in the growth rates 
of the primary incomes expressed in money terms, 
disappears, or is sharply reduced, for real disposable 


incomes. A sizeable negative difference remains only 
for the United Kingdom (and probably for Denmark). 
In the Federal Republic of Germany, real disposable 
incomes rose more in 1977 than in the previous year. 
However, in 1976 household consumption had been 
boosted in most countries by an unusually large decline 
in the savings ratio. In France, for instance, the ratio 
declined from 18.6 per cent of disposable income (1975) 
to 16.8 per cent. In 1977, the savings ratio was still in 
general tending to fall but the changes were small. 
Consequently, household consumption rose less in 1977 
than in 1976 even in those countries where real dispos- 
able income expanded more. In Sweden, by contrast, a 
sharp increase in the savings ratio was the major factor 
behind the fall in household consumption in 1977. The 
Netherlands is probably the only country where the house- 
hold savings ratio declined substantially in 1977 (it had 
increased in 1976). 


Fixed domestic capital formation in 1977 displayed its 
usual volatility and differences are large among countries 
as well as among major sectors and types of assets. Total 
fixed investment declined in Denmark, Finland, Sweden 
and the United Kingdom. It rose most in the Netherlands 
(12 per cent), Ireland (10 per cent) and Austria (7.5 per 
cent); elsewhere the increase was modest. In close 
conformity with past experience, variations in fixed 
investment in 1977 reflected changes in total output but 
in a magnified form (appendix table and table 1.7). 


In Austria, the most dynamic sector was industrial 
investment which rose by an estimated 15 per cent, 
though at a decelerating rate in the course of the year; 
for 1978, it is forecast to rise by no more than 2 per cent. 
The disappointing investment expectations for 1978 (as 
well as the slowing-down in the growth rate during 1977) 
reflect poor prospects for exports and domestic demand. 
These elements more than outweigh the potential stimulus 
from the gradual reduction in the margin of unutilized 
capacity which took place during 1977. In the Nether- 
lands, both enterprise investment and investment in 
dwellings rose sharply in 1977 but the time profile is 
similar to the Austrian one. For 1978, no further increase 
is expected for investment in dwellings while enterprise 
investment should increase by no more than 3 per cent. 
As for Austria, poor export prospects—partly associated 
with the present level of exchange rates—seem to be a 
major dampening factor. The degree of capacity utiliza- 
tion dropped towards the end of 1977 but it is still higher 
than in 1976. In Norway, there was a vigorous expansion 
of enterprise investment (1314 per cent excluding ship- 
ping); investment in shipping declined by 8 per cent. 
There was a decline (about 2.5 per cent) of dwelling 
investment while public fixed capital formation continued 
to expand at a high rate (6 per cent). For 1978, fixed 
domestic capital formation is forecast to decline by as 
much as 1314 per cent because of oil and shipping, while 
enterprise investment excluding these two sectors should 
remain at the 1977 level; for manufacturing alone, a 
decline of 10 per cent is forecast.4 Ireland promises 
to be the only country where the investment drive of 1977 
will continue unabated in 1978, industrial investment 
remaining the most dynamic sector as a result of the very 
favourable export prospects for Irish products, especially 
in the countries of the European Economic Community. 


14 For small countries, branch totals may be strongly influenced 
by a single project. For Norway, the Rafnes project is such an 
example. 
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TABLE 1.7 


Public and enterprise investment 
(Annual percentage change in volume) 


Enterprise investment ® 


Public 
investment * Total Manufacturing 
Austria 
О ert’, ene es Sa 5 —20 
1976 кл ав т Bi Bis 9 
1977 2S" Fah, ase Saati Ne a 15 
ок в Meret fe En 2 
Denmark 
1975 портр Bory. al ee US —14.7 —45.2 
1976. Cee el eee 2.6 Я 
LOTTE Бра еек —2.5 —3.7 
р ое о о 
Finland 
О oh See aah mee 5.4 12 0.9 
о ее ом. —0.4 —14.8 —28.7 
OP TICES RA copie ete a. —1 —12 —15 
OTS ete eR Ae Ge —2 —2 
France 4 
OTS" FeO! AME = 3.5 — 6.4 —15 
976 бы. К 55 5.6 3 
с М Не —1.0 Dep 
NUTS. o. RSP у 
Germany, Federal Republic of 
TOISAS CASE Ree —3.2 —1.3 —8.0 
О се о а —3.9 7.4 1.0 
ПО п. ее —3.5 5) 5 
В oe о: 6.0 555) 5 
Netherlands ¢ 
о а 12.0 —7.4 —9.4 
O76 eee te Ae ieee —2.8 —3.0 —4.1 
ТО 5. coed tees те Кай —8.5 16 15/7 
TOT Serer os 4s 2.) Se, © 1 3 
Norway % 9 
197 5/a НЫНЕ A 9.1 13.5 557 
EAS в: 4.5 13.3 —8.8 
ПР но с ое 5.9 0.9 15.7 
Обе Аа Ai, See 
Sweden * 
LOTS erp? pea ce situs ke 1.1 0.3 1.5 
Обь. о ААА: 0.9 —0.7 0.3 
UTR Eee Oe ee eens Deg) —5.0 —14.8 
1975 Gee peat ae ce Pre ie to Pe 2.5 —8.5 —15.0 
United Kingdom 
TOTS) aes eben: и sce ts 0.2 —6.7 —14.0 
О мо а, —4.3 —3.7 —4.8 
SA ie 8 coos eae are» С —18.6 3.6 7.1 
О Пе РЕ —2.6 7.3 7.8 


Sources: Аз for appendix table. 

а Public administration and public enterprises, unless otherwise stated, 

> Mainly private enterprises, excluding dwellings. 

с “Enterprise investment in manufacturing” refers to “industry”. 

4 “Public investment” refers to “public administration” only. 

е “Enterprise investment in manufacturing” refers to “industry and construction”, 
7 January-September 1978 over January-September 1977. 

7 “Enterprise investment” includes ships and oil exploration (the changes exclud- 


ing ships and oil exploration are: 1975: 10.0 per cent; 1976: 2.5 per cent; 1977: 
10.7 per cent). 


» “Enterprise investment in manufacturing” includes mining. 


There are no indications to suggest that profit levels in 
the countries just mentioned were much better than in 
the other countries where investment stagnated or 
declined; but there was a clear difference in the strength 
of foreign and/or domestic demand. 


The effect of restrictive policies on domestic demand 
appears to be the main factor behind the fall in total 


fixed investment in Finland, Denmark and the United 
Kingdom. In Denmark, the fall was particularly large 
for investment in dwellings which declined by more than 
10 per cent, but public and enterprise investment also 
declined. In Finland, enterprise investment fell by about 
12 per cent; in particular, investment in manufacturing 
declined by 15 per cent while public investment remained 
at the 1976 level. In the United Kingdom, the two sectors 
which sustained the largest fall in fixed investment were 
dwellings (with a decline of 11 per cent) and public 
investment (which declined nearly 19 per cent). Out of 
this group (Denmark, Finland and the United Kingdom), 
a major recovery of enterprise investment in 1978 is 
projected only for the United Kingdom; for manufac- 
turing, in particular, a growth rate of 8 per cent was 
forecast in the February 1978 issue of the National 
Institute Economic Review. The growth of manufacturing 
investment should be helped by the gradual improvement 
during 1977 of the financial situation of enterprises; 
however, the most recent business surveys are less opti- 
mistic. 

Sweden is the fourth country where total fixed invest- 
ment declined in 1977 despite some increase in public 
investment. Capital formation fell by 5 per cent for the 
enterprise sector as a whole and by nearly 15 per cent for 
manufacturing alone. In past years, production and indus- 
trial investment were strongly supported by state-financed 
stock accumulation. This system proved to be of little 
help in 1977 for a number of practical rather than finan- 
cial reasons.!® Stagnant exports were another depressing 
factor; and investment in dwellings continued to fall for 
structural rather than for cyclical reasons. A further 
decline of enterprise investment is expected for 1978. 


In the Federal Republic of Germany total fixed invest- 
ment rose, albeit modestly, in comparison with 1976, while 
no sizeable change occurred in France and Italy. In the 
Federal Republic of Germany public investment fell, 
partly because actual fell short of planned expenditure. 
For the enterprise sector there was some recovery, 
mainly for rationalization purposes. In the Federal 
Republic industrial investment is still about 30 per cent 
lower than in 1970 while output is about 15 per cent 
higher. In France and Italy changes in total enterprise 
investment conceal opposite tendencies for public and 
nationalized industries, where investment rose, and for 
the private sector, where it declined. In France, invest- 
ment in public enterprise rose by 10 per cent in 1977, 
mainly because of the implementation of the energy 
programme on the one hand and the modernization of 
the communications network on the other. In none of 
these three countries is a large investment expansion 
expected for 1978 although in the Federal Republic of 
Germany, at least, the financial situation of enterprises 
improved in 1977 because of tax reliefs. Public invest- 
ment should recover somewhat in all the three countries. 


With the exception of Austria, Ireland, the Netherlands 
and Norway the degree of unutilized capacity in industry 
either declined slightly between the end of 1976 and the 
end of 1977 or remained stable. As was shown in last 
year’s Survey, the degree of unutilized capacity at the 
end of 1976 was not higher than at the lowest point of 
previous recessions.'* It might appear surprising, in 
view of the disappointing growth of output, that the degree 


15 See below in this chapter, the country note on Sweden. 
16 See Survey for 1976, chapter 1, part I. 
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of unutilized capacity did not increase more in 1977. 
However, capacity in manufacturing industry has been 
growing at a very low rate in most west European countries 
in the 1970s, probably no more than 2 to 3 per cent per 
year as against a growth of 5 per cent or more in the 
1960s." It was noted above that the present prolonged 
depression is also sharply reducing the actual growth 
of the labour force and bringing labour productivity 
growth down to unusually low rates. On present policies, 
there are no indications of a rapid and lasting improve- 
ment in the near future either for labour or for capital 
inputs. 

The measurement of unutilized capacity—never a very 
clear concept—has, however, to be interpreted with 
particular care at the present time. The longer the reces- 
sion lasts, the greater will be the proportion of unused 
capacity which is likely to become obsolete for technolo- 
gical and, especially, economic reasons. Recent trade 
developments in manufactures between the industrialized 
market economy countries and the other regions, show 
that comparative advantages are shifting rapidly. Attempts 
on the part of the industrialized west European countries 
to stick to the present production structure, could in all 
likelihood permit a sizeable output growth with little 
further investment; but at the same time this policy 
would most probably require widespread adoption of 
protectionist measures. The adoption of a policy that 
recognizes changing comparative advantages and concen- 
trates resources on high productivity and technologi- 
cally advanced production lines would write off at least 
a part of the existing unutilized capacity but, by the same 
token, would require considerable investments in the 
field of physical and human capital; this is probably the 
only way of preserving the long-run competitive strength 
of European industry.'® 


{iv) Country illustrations 


As noted already prospects for output growth in 1978 
look particularly disappointing (ranging from zero to no 
more than 2 per cent) in Denmark, Finland, Sweden, 
Austria and Switzerland. The Danish and Finnish 
economies are beset by high unemployment and inflation 
rates and large current account deficits. In Denmark, 
in 1977 output bore the brunt of the stabilization measures 
adopted in September 1976 and GDP rose by 1.5 per cent; 
for 1978 a growth rate of only 1 per cent is expected. In 
spite of a modest growth of output, the foreign deficit was 
reduced only marginally and inflation continued unabated. 
Reflecting stringent fiscal policies, public investment 
declined by 2.5 per cent and private consumption re- 
mained at the 1976 level. The persistence of serious 
domestic and foreign imbalances led the Government to 
adopt a new stabilization plan in September 1977, which 
covers the period from 1978 to 1980. This programme 
aims to develop a number of labour-intensive projects on 
the one hand and to foster the competitiveness of Danish 
exports on the other. The measures include an increase 
of value-added tax from 15 to 18 per cent; furthermore 
taxes were increased on tobacco, alcoholic beverages, 
gasoline, car registration and other consumer goods. 
However, public expenditure will increase by more than 
the additional receipts expected from these tax increases; 


17 1 the United Kingdom capacity grew at about 3 per cent рег 
year in the 1960s. 
18 This point is further discussed in section 4 of this chapter. 


part of the rise will be in public works programmes and 
the rest in subsidies to enterprises to facilitate employment 
creation and increase the competitiveness of Danish 
products. 


Finland’s output declined in 1977. The weakness of 
domestic demand led to a considerable shrinking of the 
current account deficit, although the deceleration in the 
growth of consumer prices was very modest (from 14.4 
in 1976 to 12.6 per cent in 1977). Fiscal policy was 
restrictive. When in 1976 the budget for 1977 was pre- 
pared, a favourable international economic environment 
was expected to follow the 1976 recovery and fiscal policy 
for 1977 was framed on that assumption. It is recognized 
that somewhat less stringent policies would have been 
adopted if international developments could have been 
more accurately assessed, but the margin for manceuvre 
was nevertheless small because of the large foreign trade 
deficit and rapid inflation. In June 1977, a number of 
reflationary measures were adopted. The programme 
included an adjustment of income-tax rates to offset 
fiscal drag and a number of other tax reliefs for house- 
holds and enterprises. The surplus of the government 
sector was planned to decline to 3 per cent of GDP in 
1978 compared with 3.9 in 1977. A further set of measures 
was introduced in December 1977: a law was introduced 
giving the Cabinet the power to freeze wages and salaries, 
prices, rents and certain fees until August 1978; the tax on 
electricity was reduced to alleviate the difficulties of 
exporters; and the rise in wages and salaries, which was 
due in March 1978 as a result of wage negotiations in 
early 1977, was postponed until September 1978. The 
Finnmark was devalued on 16 February 1978 by 8 per cent 
following the Norwegian devaluation a week before, and 
new economic measures are expected to be taken by the 
new Government. 


In Sweden and Austria, in contrast with Denmark and 
Finland, the unemployment is still very modest. In 
Sweden, output declined unexpectedly by 2.5 per cent in 
1977. Government efforts were mainly directed to sup- 
porting employment, and fiscal policy was kept expansive 
in spite of a large foreign deficit and rapid price increases. 
The direct and indirect effects of fiscal policy on output 
are calculated to have amounted to 2.9 per cent of GDP 
compared with 1.3 per cent in 1976. As was the case for a 
number of other countries, hopes of rapid export growth 
failed to materialize: exports of goods and services at 
constant prices declined by 0.5 per cent as against an 
expected increase of more than 7 per cent. In 1975, 
exports had declined by 9 per cent and yet output had 
grown by 1 per cent, but in 1977 it was not possible to 
support output by accumulating government-financed 
stocks of industrial products. Finance was available but 
enterprises were reluctant to accumulate further stocks 
because of poor sales forecasts. There was also a short- 
age of storage space. The only major components of 
domestic demand which rose in 1977 were investment by 
local authorities and public consumption. 


For 1978 a growth of output of only 0.2 per cent is 
forecast. This increase stems entirely from the foreign 
sector: domestic demand should remain at the level of 
1977, a planned expansion of the public sector being 
offset by a reduction in stock building and in fixed invest- 
ments of enterprises. The reduction of stock-building in 
1978 is estimated at 2.5 per cent of GDP. 


In Austria, 1977 was characterized by continuous 
deceleration in the rate of growth of output. Although, 
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as mentioned before, GDP rose by 3.5 per cent between 
1976 and 1977 (annual averages), in the third quarter 
GDP, seasonally adjusted, was 0.5 per cent lower than in 
the second and, according to the available indicators, 
there was a further fall in the fourth quarter. A major 
reason for this was stock-building, which fell sharply 
during the year in the wake of deteriorating prospects for 
domestic and, especially, foreign demand: by the third 
quarter de-stocking was reducing total domestic demand. 
In 1977 the current account deficit widened and amounted 
to about 6 per cent of GDP. At the same time the liberal 
fiscal policy which was followed for most of 1977 in- 
creased the deficit of the federal budget which reached 
4.5 per cent of GDP. In October, the Government 
adopted measures to reduce the government and foreign 
deficits in 1978. Among the measures, value-added tax 
on cars and other selected consumer durables was raised 
from 18 to 30 per cent as from 1 January 1978; this 
produced anticipated purchases at the end of 1977 but a 
fali in imports is expected for 1978. Export financing was 
made easier and in November consumer credit was 
restrained. For the longer term, the Government has 
announced an upward revision of the public sector’s in- 
vestment programme for 1978-1984 as well as greater 
support for private investment, in order both to create 
employment and to adjust the structure of production to 
changes in the world economy. 


Switzerland has very low inflation and a large current 
account surplus. Unemployment (which is to be seen in 
the context of previous large-scale departures of foreign 
workers) is low, although there are serious problems for 
those in the 20-24 age group. In 1977, GDP rose by 4 per 
cent, following a decline of 7.4 per cent in 1975 and of 2 
per cent in 1976. For 1978, a growth rate of 1.7 per cent 
is forecast. Rapidly increasing exports of goods and 
services provided the main support to the output increase 
in 1977. Private consumption rose by 2.5 per cent and 
real disposable income probably rose even less; but, as 
was the case in many other west European countries, 
there was a decline in the households saving ratio. Gross 
domestic fixed capital formation rose by 3 per cent fol- 
lowing a decline of nearly 25 per cent between 1974 and 
1976. Investment in equipment rose by 5 per cent. The 
investment recovery was mainly to meet replacement 
needs, but part was for rationalization. Policies remained 
generally restrictive and both public investment and 
public consumption, in real terms, rose less than output. 
Nevertheless the economy benefited in 1977 from the 
measures adopted in 1976 aiming to support employment 
in the construction sector. The combined deficit of the 
Confederation, the cantons and the municipalities rose 
from 2.9 billion Swiss francs in 1976 to 3.8 billion in 1977. 
In 1978, the deficit should remain below 3 billion and 
public expenditure in real terms is again planned to 


increase less than total output. The target increase in the’ 


money supply (banknotes and sight deposits) is about 5 
per cent. In 1977, total demand was supported by a 
change in stock-building (there was large de-stocking in 
1975 and 1976), but this factor should not have any 
sizeable influence in 1978. 


In Norway, output prospects for 1978 depend con- 
siderably on oil and shipping activities, GDP including 
them being expected to rise by 3.5 per cent, but by only 
| per cent if they are excluded; in 1977, these two aggre- 
gates rose by 3.9 and 3.6 per cent respectively. Output 
developments in 1977 were dominated by the strength of 


domestic demand. Fiscal, monetary and incomes policies 
embodied in the budget for 1977 were based on the 
assumption (as was the case elsewhere) of a continuation 
of the 1976 recovery in most of the industrialized west 
European countries and, therefore, on the assumption of 
favourable conditions for Norwegian exports. The ex- 
pected export growth failed to materialize, but policies 
gradually became more expansionary and the deficit of 
the central! government, including social security, is 
estimated to have reached 3.8 per cent of GDP compared 
with 0.8 per cent in 1976 and a surplus in 1975. Public 
investment rose by 5.9 per cent. The extremely rapid 
increase in public consumption (10.4 per cent) is partly 
due to accounting reasons but even when due account is 
taken of this, the real increase was probably greater than 
5 per cent. In 1978, by contrast, domestic demand should 
expand very little mainly because the vigorous investment 
boom of previous years is coming to an end. 


In contrast with the previous group of countries, out- 
put should continue to expand rapidly in 1978 in Ireland. 
In 1977, Ireland was one of the few countries to achieve a 
significantly higher growth rate than originally expected. 
A year ago, GDP growth was expected to be 2.5 per cent; 
in the event it was about 6 per cent. But in spite of an 
increase of 12,000 in non-agricultural employment, 
unemployment remains high: in early December 1977, 
it was equivalent to 9.3 per cent of the work force. In 
view of the expected growth of the labour force over the 
next few years, the expansion of employment is likely to 
be the principal objective of policy makers. The target 
rate of growth of GNP is 7 per cent a year over the 
1978-1980 period. The pattern of expenditure expected 
for 1978 is fairly similar to that in 1977, with growth rates 
of about 11 per cent for investment and exports of goods 
and services, 5 per cent for private consumption (as in 
1977) and 5 per cent for public consumption (4 per cent 
in 1977). Imports of goods and services are expected to 
slow down marginally, from 12 to 1] per cent. In line 
with these targets, the recent budget (1 February 1978) 
13 expansionary, with a number of substantial tax con- 
cessions, including reduced personal and corporation 
taxes, higher pensions and unemployment benefits. 
The government’s borrowing requirement is likely to 
rise from the equivalent of 10 per cent of GNP in 1977 
to 13 per cent in 1978. 


For France, the Federal Republic of Germany, Italy, 
the United Kingdom, Belgium and the Netherlands, 
output should expand between 3 and 3.5 per cent in 1978. 
The foreign imbalance of France in 1976 was greater than 
in either Italy or the United Kingdom: the current account 
deficit was 1.8 per cent of GDP in France, 1.6 in Italy 
and 1 per cent in the United Kingdom. In contrast, 
inflation was considerably lower. The task of economic 
policy was particularly difficult because of the need to 
reduce the foreign deficit on the one hand and рге- 
occupation with employmert on the other. The labour 
force is increasing particularly fast in France where the 
outflow from agriculture is still considerable (about 
100,000 persons per year). Fiscal policy remained moder- 
ately restrictive in 1977. Public investment declined by 
| per cent compared with an increase of 5.5 per cent in 
1976; public consumption rose less than in 1976 and no 
more than GDP. However, there was an increase in 
transfer payments to households and subsidies to enter- 
prises. For general government as a whole the deficit is 
estimated to have remained below 1 per cent of GDP, as 
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in 1976. Money supply was planned to increase by 12 per 
cent but in fact grew somewhat faster in spite of subdued 
demand from enterprises because of the larger needs of 
the public sector. In the face of the slow growth of output, 
a number of measures were taken in July to support 
employment. In particular, enterprises which undertook 
to employ people under 25 years of age were relieved of 


payments of social security contributions for the persons . 


so employed until July 1978. At the same time, fiscal 
incentives were introduced to encourage the early retire- 
ment of employed persons between the ages of 60 and 65. 
Although precise information is not available, it would 
appear that the recruitment of young people under these 
facilities has been considerable and that to a large extent 
their impact on total employment has been offset Бу. the 
early retirement of old people. In August the official 
interest rate was lowered from 10.5 to 9.5 per cent and a 
new programme of public works launched. Nevertheless, 
output growth in 1977 turned out to be considerably 
smaller than forecast in 1976, with the foreign sector 
being the most dynamic. 


In the Federal Republic of Germany, the weakest 
components of demand in 1977 were exports, public 
consumption, and stock-building. Fiscal policy tried to 
pursue two aims which proved conflicting, namely, to 
reduce the deficit of the public sector (which emerged 
and became quite large during the recession) and to 
support the recovery of output. In the summer of 1977 
it became increasingly clear that the efforts to “‘consoli- 
date”’ the public sector budget had in fact taken priority 
over the support of economic activity and that fiscal 
policy was exerting a restrictive influence. Though the 
policy was changed later in the year, the authorities did 
not succeed in stimulating demand sufficiently through 
public investment and public consumption. As had been 
the case in 1976, public expenditure in 1977 rose less 
than potential output growth (which had been estimated 
to grow at 5 per cent by the Council of Economic 
Experts). In particular, public investment in rea! terms, 
which had declined by 4 per cent in 1976, fell by a 
further 3.5 per cent in 1977. Furthermore, fiscal drag 
turned out to be larger than expected and contributed 
to the squeeze on households’ disposable income. The 
planned expansion of the money supply was around 
8 per cent and actual developments were уегу close to 
this. However, because of the unexpected weakness of 
demand there are no indications that monetary policy 
was in fact restrictive. 


A number of reflationary measures were adopted in 
September. The major ones were: (i) a reduction in 
income-tax so as to offset the expected drop in the growth 
of private consumption in 1978; most of the reductions 
took effect from 1 January 1978; (ii) an improvement of 
the depreciation allowances for private investment; and 
(iii) an increase in public sector investment. The total tax 
reduction implied by this programme is estimated at 
DM 1.7 billion in 1977 and at DM 10.3 billion in 1978. 
It is expected that public expenditure will increase by 
8 per cent in 1978 and that the general government deficit 
will increase by DM 17.5 biliion to reach DM 49 billion 
(about 4 per cenit of GDP). This projected deficit incor- 
porates the effects of the increases in value-added tax 
which took effect from 1 January 1978. Efforts wiil be 
made to accelerate the implementation of a medium-term 
investment programme approved by the Government in 
March especially in energy and transport. 


In spite of these expansionary measures, GDP is 
Officially expected to increase in 1978 by no more than 
3.5 per cent. This target falls short of previous estimates 
as well as of the targets advocated by the main trading 
partners of the Federal Republic of Germany. However, 
no other general reflationary measures are apparently 
contemplated. A renewed propensity to invest on the 
part of private enterprise is seen as the outcome of 
(slowly) changing relations between cost and price 
developments rather than of fiscal stimulation.” 


In Лау recent cyclical swings have been particularly 
large. Industrial production increased at an annual rate 
of 15 per cent between the third quarter of 1975 (the 
cyclical trough) and the first quarter of 1977; it then 
started to decline and by the last quarter of 1977 was 7 per 
cent lower than in the first. During the period of output 
expansion there was also a rapid rate of price increase and 
a deterioration of the balance of payments. The current 
account deficit (seasonally corrected) reached about 
$1.8 billion in the first half of 1976 and was still about 
$1 billion in the second half. In the first quarter of 1977 
consumer prices were 22 per cent higher than in the 
corresponding period of 1976; this compares with an 
increase of 12 per cent between the first quarters of 1975 
and 1976. A number of restrictive measures were intro- 
duced early in 1976 (including a temporary compulsory 
deposit for the purchase of foreign currencies) and a more 
comprehensive stabilization programme was adopted in 
the autumn: this included tax increases, advancement of 
tax payment dates, measures to slow down the increase of 
money incomes, and an increase in the bank rate from 
12 to 15 рег cent. The effect of this programme on output 
was delayed, but eventually turned out to be sharper than 
generally expected. Policies remained restrictive during 
the first half of 1977. The priority given to reducing 
inflation and the public sector deficit (which was more 
than 10 per cent of GDP) and to bringing the balance of 
payments into equilibrium, was confirmed by the letter 
of intent to the International Monetary Fund in April 
i977. However fiscal relief (on social security contribu- 
tions) was provided in an attempt to help restore enter- 
prise profit margins. In the second half of 1977, the current 
balance of payments moved into surplus and the rate of 
price increases decelerated; but the employment situation 
started to deteriorate. Some selective measures were 
taken especially to alleviate youth unemployment and to 
support residential construction, and the bank rate was 
gradually reduced to 11.5 per cent. The economic pro- 
gramme for 1978 is still under discussion. A growth 
target of about 3 per cent will probably be retained but 
general expansionary measures seem to be ruled out. The 
package will probably contain a mixture of cyclical and 
structural measures, ranging from a ceiling for the public 
sector deficit to a number of sectoral programmes. 


There was virtually no output growth in the United 
Kingdom in 1977 but there was a dramatic change in the 
financial situation of the country. The exchange rate 
appreciated, following several years of depreciaticn, 
international reserves rose from 4.25 billion dollars at 
the end of 1976 to over 20 billion dollars at the end of 
1977; and interest rates fell sharply: the Bank of Engiand’s 
minimum lending rate was 1444 per cent at the end of 
1976 and 5 per cent in October (it was subsequently 
increased to 7 per cent in November). The rate of inflation 


19 Balance-of-payments developments are discussed above. 
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slowed down significantly, although it is still above the 
OECD average. The current account moved into surplus 
in the second half of the year, partly as a result of North 
Sea oil. 

The stabilization measures announced towards the end 
of 1976 had a contractionary influence on the economy 
in the early part of the year and ‘Чо a greater extent than 
had been originally foreseen: the reduction in government 
expenditure, mainly capital, appears to have bitten sooner 
and harder than expected and revenue has been greater 
than forecast’’.2® Because of this, and in view of the 
marked improvement in the financial markets, govern- 
ment policies in 1977 were cautiously expansionary 
though most of their effects on output are expected in 
1978. In the March 1977 budget, a number of indirect 
taxes were increased, principally on petrol, tobacco and 
cars. A reduction in income-tax was also announced, 
but a major part of these cuts (nearly £1 million in a full 
year) were made conditional on a satisfactory agreement 
on a new pay policy being reached in the summer. In 
the event no formal agreement was reached but half of the 
conditional income-tax cuts were made in July when a 
number of additional expenditure increases were an- 
nounced, principally in the construction sector. 


In October 1977 the Government announced further 
reflationary measures, amounting to £1 billion in the 
current financial year and £2 billion in 1978/79. Income- 
tax was again cut (the Chancellor is committed to a 
switch from direct to indirect taxation to offset some of 
the relatively rapid growth of the former in recent years). 
The second major element in the package was an increase 
of £400 million for general government construction 
expenditure in 1978/79: construction has been particularly 
hard hit by the recession and by autumn 1976 cuts in 
public expenditure. The total effect of the October 1977 
measures was estimated to boost output by about № per 
cent in the first quarter of 1978, rising to about 1 per cent 
in the first quarter of 1979. 


The general expectation is that the Government will 
announce further expansionary fiscal measures in the 
spring budget. These could again take the form of cuts 
in income-tax with some additions to public expenditure. 
The Government seems to be aiming at a moderate rate 
of growili in 1978 which could be sustained in 1979 arid 
beyond. Following years of stagnant real personal 
disposable income and real consumer expenditure (which 
was probably lower in 1977 than in 1973), consumer 
expenditure could be fairty buoyant in 1978. 


29 Bank of England Quarterly Bulletin, December 1977. 


In Belgium and the Netherlands, pre-occupation with 
rising unemployment dominated the economic scene. 
For Belgium, the GDP growth in 1977 was 21 per cent 
and will remain below 3 per cent in 1978. Household 
consumption rose more than GDP (3.7 per cent). Enter- 
prise investment is reported to have declined as the increase 
in the service sectors did not offset the decline in industry 
where the margins of unutilized capacity are high. 
Investment in dwellings probably remained at the 1976 
level while public investment continued to increase 
(probably by more than 5 per cent). The general govern- 
ment deficit rose to about 7 per cent of GDP compared 
with 6.5 per cent in 1976. Public investment is planned 
to rise sharply in 1978 (20 per cent in nominal terms) and 
priority will be given to labour intensive projects. Other 
specific measures which have been taken to combat 
unemployment include enlargement of enterprise training 
schemes and provisions for earlier retirement. 


In the Netherlands, domestic demand was relatively 
buoyant in 1977 although there was a deceleration during 
the year; there is no prospect of a revival in 1978. As in 
the other countries, and especially in the smaller ones, 
the faltering of foreign demand sharply affected output. 
Household consumption rose by 4 per cent and was 
boosted by a decline in the savings ratio (which had 
increased in 1976). Investment in dwellings rose by 
15 per cent and enterprise investment by 16 per cent 
(most of it for rationalization purposes). Industrial 
output stagnated and there was a continuing increase in 
unit labour costs, while the labour share in enterprise 
income remained at the high level reached in 1976. The 
main lines of policy for 1978 were set in the budget 
presented by a caretaker government; the priorities of 
the new government do not appear to differ much from 
those of its predecessor. The budget forecasts a 3 per 
cent increase in real GDP, a 6 per cent increase in con- 
sumer prices, and some increase in unemployment; the 
estimate for the rise of export volume, 7.5 per cent, has 
since been reduced to 3 per cent.*1 In the face of these 
trends, the budget provides for a reduction in the fiscal 
burden of enterprises and for assistance to export pro- 
metion. The new government has indicated its intention 
to strenyther these policies and to mainiain price and 
income restraint. At the beginning of February a further 
package of measures was adopted which will injesi into 
the econoiny the equivalent of approximately 1 per cent 
of the GDP in the form of fiscal concessions and subsidies 
to firms and of job-creating construction projects. 


1 More recent estimates put the increase for consumer prices at 
4.5 per cent. 


2. COSTS AND PRICES 


(i) Wage rates, earnings and unit labour costs 


After the general slowdown in the growth of money 
wage rates in 1976, the pattern in 1977 was somewhat 
more varied (table 2.1). There was some further slight 
deceleration in Austria, Belgium, France and the Nether- 
lands; and a very sharp fall in the United Kingdom where 
the rate fell from just under 20 per cent in 1976 to under 
5 per cent in 1977. In the Federal Republic of Germany 
and Italy the increase in wage rates was larger than in 
1976, although in both there was a deceleration through 
the year, which in Italy was strongly influenced, via the 
indexation system, by the falling rate of growth of 
consumer prices. (In fact the rate of increase weakened 
through the year in most countries although because of the 
nature of wage rate indices not much significance can be 
attached to this.) 


Hourly earnings in manufacturing are also estimated to 
have risen less in 1977 than in 1976 (table 2.2). Although 
on average the fall in the rate cf increase was less than in 
1976 it was nevertheless still relatively large in a number 
of countries (Finland, Norway, the United Kingdom, for 
example) where policies of wage restraint reinforced the 
effects of relatively low levels of activity: short-time work- 
ing, though falling, was still quite large in a number of 
countries. The Federal Republic of Germany and the 
United States are the two clear exceptions where earnings 
rose more in 1977 than in 1976. However, whereas the 
quarterly rate of increase in the United States remained 
fairly steady, in the Federal Republic of Germany it 
decelerated through the year; this reflected sustained 
output growth in the former and faltering growth in the 
latter. The fall in the average growth of earnings has been 
accompanied by a reduction in inter-country differences: 


TABLE 2.1 


Average hourly wage rates in manufacturing 
(Percentage change over corresponding period of previous year) 


A = Change in money terms; В = Change in real terms © 


Country 1975 1976 1977 01 

Austria ° 

IGE оо о ere ae 19.9 9.8 9.1 8.7 

ie te el oe Sar 10.6 Ag 3.4 1.1 
Belgium ¢ 

АЕ, с ЕВС Г 18.4 11.7 9.4 

ето. 5.1 2.3 72,5 2.8 
France 4 

АЕ о МЕ Мы ee 17.3 14.7 27 

13) 2 ga, ИВА 5.0 4.7 2.9 4.4 
Germany, Federal Republic of ¢ 

[Nes 33 ране ОЕ ee 9.1 5.6 SS 5.3 

13) 5." Ga Gl een Cin eee eS 2.9 1.1 3.5 0.0 
Italy f 

Xe gg? nas 26.7 21.) 27.8 

Bere vores tn 8.3 ВЫ 7.9 1.1 
Netherlands 

AS Fis SS eR дер: 13.5 8.6 7.3 

Beret hrs а, 3.0 --0.2 0.6 25 
United Kingdom 

Wide (Pee 30.0 19.8 4.6 

ee Pea ee ty ae 4.7 2.8 —9.7 6.9 


Sources: Nationa! statistics; OECD, Main Economic Indicators, Paris. 

в Change in money wages deflated by corresponding change in total consumer 
price index. 

> Industry. 

¢ Quarterly data refer to March, June, September, December. 


1976 1977 

02 0 Os ОО ОС 
10.5 10.1 10.0 8.1 10.0 9.6 8.5 
27 2.8 2.6 1.6 4.1 4.0 3.6 
12.1 11.7 10.0 10.3 OM 9.2 8.4 
2.3 2.4 1.9 2.4 2.2 2.2 1.9 
15.1 14.0 14.9 15.1 13.2 12.4 12.0 
5.2 4.0 4.5 5.6 3.1 205) 2.6 
5 5.8 5.8 И.Т Ths} 7.4 7.4 
0.8 1.5 1.9 3.6 3.6 3.3 3.6 
15.3 25.4 28.3 33.5 31.1 24.6 23.6 
0.2 7.1 5.9 У 10.3 Sil 1.3 
he) 6.5 15) 5.6 6.8 8.5 th? 
—0.1 —1.6 —07 —1.3 —0.2 1.5 ой 
21.6 17.7 12.1 7.0 4.3 985) 3.8 
4.9 3.5 —2.5 —$.2 —11.2 —11.2 —8.1 


Ад 
о рр 


4 Quarterly data refer to beginning of January, April, July, October. Annual 


figures are centred by averaging data from January of current year to January of 
following year. 


‹ Quarterly data refer to January, April, July, October. 
From 1976 new index linked on December 1$75 to previous index. 
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TABLE 2.2 


Average hourly earnings in manufacturing 


(Percentage change over corresponding period of previous year) 
A = Change in money terms; В = Change in real terms < 


Country 1975 1976 1977 01 

Austria © 

Ne Some grt gl ee tots OR 13.4 9.0 8.6 6.6 

я у 4.6 1.6 2.9 —0.8 
Belgium < 

AE See И 20.0 11.1 9.2 11.7 

ВОТЬ tO aie ЗИК see 6.5 17 2.0 3 
Denmark 4 

А а lien Cate ie Hee Am 19.1 11.9 10.1 13.3 

В ПАЛ 8.7 27 —90.9 6.6 
Нтапае 

у TT А Е В 14.8 9.0* 17.5 

Ви а. 2 03 —3.2 0.5 
Germany, Federal Republic of f 

TA. с ee 8.1 6.3 7.6 6.5 

ое - 2.0 17 3.6 Е 
Ireland 9 

ме LOTTO сео 28.8 teat 17.0* 22:5 

Biter СИЕ. 6.5 —0.8 3.0* 55 
Norway № 

Е оО te a БА: 20.0 16.7 10.7 13.3 

Во Seine te 7.4 7.0 15 3.5 
Sweden 

LG SS SOS ewe meee eee 14.8 17.8 6.6 21.6 

Der ata МЧ УВЕ 4.6 6.8 —4.3 9.6 
United Kingdom * 

AM eee Баев 26.3 16.6 10.3 20.0 

Batam: so EO tats tie eal ace 1.7 01 —4.7 —2.0 
Canada 

7 NaS ie 5 tec ae ь 15.8 13.8 11.0 13.6 

Bae ees On a Se ee 4.5 5.9 2.8 4.0 
United States 

А Ww at, atten: te Ee 9.1 7.9 8.5 7.1 

А Bis Os 0.0 2.0 1.9 0.7 


Source: As for table 2.1. 


а Change in money terms deflated by corresponding change in total consumer 
price index, 


+ Monthly earnings (wage-earners)—industry. 
< Mining, manufacturing and transport. 
а Including mining and quarrying. 


most countries in 1977 fell within a range of some 8 to 
15 per cent compared with 8 to 29 per cent in 1975.22 
This convergence is obviously desirable from the point of 
view of greater stability in the world economy, but whether 
it can be sustained is uncertain. In a number of countries 
the rise in real pre-tax earnings has been negative or close 
to zero for the best part of two years: attempts by wage- 
earners to make up for real income losses raise the 


32 The coefficient of variation for the eleven countries given in 
table 1.8 fell from 0.36 in 1975 to 0.31 in 1976 and 0.27 in 1977. 


1976 1977 
i 02 АО 01 02 03 04 
10.6 7.8 10.5 Mall 10.5 9.3 6.8 
2.8 0.7 3.1 1.2 4.5 aye 2.0 
13.2 11.1 9.6 9.6 8.3 9.6 8.7 
3:3 1.8 1.6 1.8 0.9 2.5 2.2 
11.7 11.5 10.9 9.3 10.0 10.4 10.2 
29 31 — —1.9 —1.4 00 —0.5 —2.0 
14.1 13.8 13.8 9.0 8.6 9.9 8.5* 
00 —0.2 1.0 —2.5 —4.2 —30 -3.2 
6.3 6.8 7.4 1) 7.6 a5 6.9 
13 2.5 3.5 3.8 3.7 3.4 ae | 
16.2 Se 16.6 15.1 17.1 
о — 3.3 —1.4 2.7 
18.5 18.2 16.7 15.6 10.6 9.1 8.2 
7.4 8.4 8.1 6.1 1.7 0.0 —0.2 
24.7 14.5 11.7 8.1 3.8 6.1 8.8 
12.1 4.6 1.9 —11 —6.3 —6.0 —3.4 
19.8 14.6 12.8 11.9 10.0 8.6 10.7 
3.4 0.8 —1.9 —3:9) > — 6.3) | —6.855 120 
14.4 14.1 12.9 12.0 11.1 10.9 10.6 
5.4 И 6.6 4.9 3.3 2.3 1.4 
7.8 8.3 8.2 5.3 8.8 8.4 8.8 
1.6 27 3.0 2.3 1.9 7 2.0 


‹ Industry. 
7 Quarterly data.refer to January, April, July and October. 
7 Quarterly data refer to March, June, September and December. 


® Males. From 1 April 1976 (second quarter) reduction of normal weekly 
working hours from 45 to 42.5. 


* Weekly earnings (all employees), Great Britain. 


possibility of large increases in money wages at some 
later stage in the recovery. However, at the moment 
this is not an immediate issue because of the over-all 
weakness of demand. 


A comparison of changes in wage rates with changes in 
earnings is only possible for four countries in tables 2.1 
and 2.2. In the Federal Republic of Germany earnings 
were rising slightly faster than rates in the first three 
quarters, as they were in Austria in the second quarter 
and in Belgium in the third and fourth. The differences 
however are quite small, as might be expecied given the 
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slowness of the recovery in output. The much larger 
increase of earnings than of rates in the United Kingdom 
largely reflects the fact that incomes policy is relatively 
more effective in holding down negotiated wage rates 
than earnings.” 


With the exception of Switzerland the rise in industrial 
productivity in 1977 *4 was less than in 1976, when there 
had been a sharp recovery from the low and frequently 
negative rates of 1975. In 1977 the increases in produc- 
tivity appear to have ranged from close to zero in some 
countries (Finland (—0.5),° Norway and the United 
Kingdom) to some 3 or 4 per cent elsewhere. After rising 
in the first quarter the rate of productivity increase tended 
to fall subsequently as output growth faltered while 
employment was maintained, in a number of countries 
by various forms of official support. Since productivity 
generally rose less than earnings in the manufacturing 
industry, unit labour costs rose, and by more than in 1976. 
This was also the case for unit labour costs in the whole 
economy in Austria, Denmark, the Federal Republic 
of Germany, Italy and the United States (table 2.3). The 
differences among countries in the rate of increase of 
unit labour costs also widened in 1977, mainly because 
of the greater variance of productivity changes. 


The rise in unit labour costs is the main reason that 
inflation rates only deceierated slightly in 1977. Profit 
margins do not appear to have risen significantly (except 
in the United Kingdom where they have been rising from 
exceptionally low levels) and commodity prices generally 
weakened, particularly after the first quarter of the year. 
The flare-up of commodity prices was important in that 
it helped to check the decline in consumer price indices in 
a number of countries in mid-year thus awakening fears 
of a renewed upturn in rates of inflation and reinforcing 
cautious attitudes towards possible policy changes. The 
rise in commodity prices was concentrated in food, 
tropical beverages and vegetable oils and continued until 


April. Between December 1976 and April 1977 the 
TABLE 2.3 
Unit labour costs а for whole economy 
(Percentage change over previous year) 
Country 1975 1976 19772 
Austria Аве =. 15.2 4.7 6.5 
ВЕ с г 16.4 ре 
Бела орех 15.1 7.0* 8.0 
Еиапаьи. с. сле 23.0 13.7 9.0 
Гао ть | Seen 15.9 9.6 8.5 
Germany, Federal Republic of 6.9 1.4 4.5 
ом PEE ess 26.6 16.6 12.0 
а Е ar 26.0 16.1 22.0 
Netherlands: сео 14.3 6.0 6.0 
INOLWay” м >. 14.2 9.0 8.0 
Swedenwrccse мо ле." st: 18.5 16.6 15.0 
Switzerland ие 1... 10.6 3.3 — 2.0 
United Kingdom. ... . 32.3 105 10.0 
GCanaday. ЛЕГ. лымр, 155 9.6 715 
United States 


Sources: National statistics. 
а Compensation of employees per unit of real GDP or СМР. 
ь Secretariat estimates rounded to nearest 0.5 percentage point 


23 Wage drift appears to have been relatively important in Nor- 
way because of excess demand pressure, which reduced the effect 
of income-tax cuts in restraining demands for money wage increases. 


24 Most data refer only to the first three quarters of 1977. 


UNCTAD indices * of market prices rose 14 per cent 
for food, 38 per cent for vegetable oils and 53 per cent 
for tropical beverages; thereafter prices fell and by 
November were 16, 32 and 28 per cent, respectively, 
below their April peaks. This upsurge in food prices 
was essentially due to temporary supply problems. 
Agricultural raw materials and mietals prices rose a little 
in the first quarter but they have generally remained weak 
in the face of low levels of industrial activity.?° 


(ii) Consumer prices 


The average rate of change in consumer prices continued 
to fall slowly in 1977. For the thirteen west European 
countries in table 2.4 the average increase in 1977 was 
9.7 per cent, which compares with 10.4 per cent in 1976 
and the peak rate of 12.8 per cent in 1974 and 1975. The 
average out-turn as well as the performance of individual 
countries were generally in line with expectations at the 
beginning of the year. Austria and Belgium did rather 
better than forecast, while Denmark, Finland and Sweden 
did rather worse. The average rate was expected to be a 
little over 9 per cent. Performance in the United States 
was also rather worse than expected, 6.5 per cent instead 
of an expected 5.5 per cent. 


In Europe the deceleration of inflation rates was gener- 
ally continuous throughout the year, although there were 
mid-year reversals, mainly due to food prices in Finland, 
France and, to a minor extent, in the Federal Republic of 
Germany and Switzerland. In Sweden the rate accelerated 
throughout all four quarters of 1977 and in Denmark and 
Norway in the last two. However, in spite of these 
contrary movements, the average rate of increase in 
Europe dropped relatively sharply in the last quarter, 
from 9.9 per cent in the third quarter to 8.8 per cent. 
In the last quarter there were particularly sharp falls in 
the rate of inflation in Ireland and Italy. There was a 
general acceleration of the rate of price increase in North 
America, the annual rate in the United States being 
higher than in 1976. 


In most countries food prices (table 2.5) were rising 
faster than average consumer prices for most of the year, 
but most of their acceleration was concentrated in the sec- 
ond and third quarters. This was due partly to the lagged 
effect of the upsurge in world food commodity prices 
in the first four months of the year (particularly of coffee, 
tea and cocoa) and partly to the delayed effects of the 
1976 drought and of the poor weather in the spring which 
particularly affected vegetable and fruit prices. However 
the pattern and scale of food price changes is not very 
uniform among countries: the timing and size of the 
changes is influenced by differences in consumption 
patterns, degrees of import dependence and, especially, 
different degrees of government interference in the 
setting of food prices. Nevertheless, in spite of these 
differences and of some large differences in the weight 
of food in the different indices, table 2.6 does indicate a 
general rise in the relative contribution of food prices to 
the over-all rate of consumer price increase. On average 
food contributed just under 30 per cent to the total rise 
in the first quarter and about 33 per cent in the third. 
In the third quarter its contribution was two-fifths or 
more in Austria, Ireland, Italy and Switzerland. Jn the 

23UNCTAD, Monthly Geneva, 
December 1977. 

26 Commodity prices are discussed in more detail in section 3 (ii). 


Commodity Price Bulletin, 
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TABLE 2.4 


Annual and quarterly changes in consumer prices, 1975-1977 
(Percentage change over corresponding period of previous year) 


1976 1977 
Country 1975 1976 1977 Qi Q2 Q3 04 0! 02 Q3 04 
а о а 8.4 7.3 5.5 Ths} 7.6 7.1 as 6.4 Sy 5.4 4.7 
aes bo Oe a 12.7 9.2 7.1 10.3 9.6 9.1 7.9 Ue 7:3 6.9 6.4 
Бела aks yoo ces oe re 9.6 9.0 11.1 6.3 8.5 8.1 13.1 10.9 10.0 11.0 12.4 
Finland |). s « «s < eee 17.9 14.4 12.6 16.9 14.1 14.0 27 11.8 13.4 Ра 2 
France yeas. Gorey eats сое 11.7 9.6 9.5 9.6 9.4 9.6 9.9 9.0 9.8 9.9 9.2 
Germany, Federal Republic of . 6.0 4.5 3.9 5.3 4.9 4.2 3.8 4.0 3.8 4.0 Bi) 
Ireland: poses? клеи tice eos 20.9 18.0 13.6 16.1 16.2 18.9 20.6 16.7 14.0 13.5 10.8 
Tally cose Rees: ce т 17.0 16.8 18.4 2.2) 16.1 17.1 21.1 21.7 18.9 18.5 152 
Netherlands’ a; sued: 68 sao 10.2 8.8 6.7 9.0 9.6 8.2 8.5 US 7.0 6.9 5.4 
М ога af aes os vie стене Soo Se 11.7 9.1 9.1 9.5 10.3 9.0 8.0 9.0 8.8 9.1 9.4 
ПА Зо (same ae o.oo es be 9.8 10.3 11.4 10.9 11.2 9.5 9.6 9.3 10.8 12.9 12.6 
Switzerland'@).°%. "4 ae 6.7 1.7 1.3 3.0 1.5 1.3 1.0 1.0 1.4 1.4 1.3 
О ОО о ро обв 24.2 16.5 15.8 22.5 15.9 ie 7/ 15.0 16.5 17.4 16.5 13.0 
West European average 
(uswetebted) ot i С 12.8 10.4 9.7 10.7 10.4 10.0 10.6 10.1 9.9 9.9 8.8 
Canada teh ао fae Ste: 10.8 75 8.0 9.2 8.5 6.5 5.9 6.8 7.6 8.4 9.1 
Wnited¥Statesil) aie Bones 9.1 5.8 6.5 6.4 6.1 5:5 5.0 5.9 6.8 6.6 6.7 


Sources: National statistics. 
в From 1977 new index linked on average 1976 to previous one. 


> Data for July and August 1976 exclude the price movements for fresh fruits, 
vegetables and potatoes. 


¢ From 1977 new index linked in December 1976 to previous one. 
а From October 1977 old index linked to new index September 1977 = 100. 


TABLE 2.5 


Annual and quarterly changes in food prices 
(Percentage change over corresponding period of previous year) 


Country 1975 1976 
И о О weer wht: eda poe eae a Г 6.4 5.9 
Belgium 5 оо Basel Gals cues cca ds 11.2 12.8 
Берат sa ots. Bock ce oe а 11.1 10.8 
Finland Parr aie ae em SP 20.6 16.3 
Frances®, aa et ce es Nahe ee ee 12.3 10.6 
Germany, Federal Republicof. ...... 6.1 5.7 
Treland B38 5. Par A Pee. 21.5 16.5 
Italy meres the uk а: EO ee ae 62% 19.7 19.0 
Netherlands ic gewtjecy tociect М uae ase аа 8.0 9.8 
NOrway cere С Gale 15.0 10.4 
ее се сбора tian 11.9 12.7 
НЕ woth sera о ey oe ee 6.1 —1.4 
UnitedsKungdomieaao a Coen tees 25.6 20.0 
Canadaevar и" ei СР. 12.9 2:7 
United, States", ОН ре ae 8.5 3.1 


Sources ; National statistics; OECD, Main Economic Indicators, Paris. 


fourth quarter there was a weakening of relative food 
prices in Belgium, Finland, the Federal Republic of 
Germany and Ireland; however they continued to rise in 
Norway, Switzerland, Canada and the United States. The 
Federal Republic of Germany is the main exception to 
the general pattern: in spite of the upsurge in world food 
prices and higher domestic taxes on alcoholic beverages 
and tobacco, relative food prices fell in 1977 and contrib- 
uted well under one-fifth to the total increase in consumer 
prices. 


The fall in the average European rate of consumer price 
inflation has been accompanied у a fall in inter-country 
differences (the coefficient oi variation for the thirteen 


1977 
1977 01 02 03 04 
6.3 6.2 6.7 6.5 5.8 
6.5 9.2 6.0 6.3 4.7 
11.6 12:2 10.5 12.4 В 
18.6 18.8 212 18.2 16.5 
11.9 10.6 12.1 13.3 15 
25 Si! 2.3 2.4 1.9 
16.4 18.1 16.4 19.5 11.9 
20.5 23.8 20.2 21.8 73 
6.8 8.5 TE 6.9 4.1 
7.9 5.4 5.8 9.5 127 
14.6 11.8 13.2 16.9 16.4 
1.3 — 1.8 1.9 1.9 
19.0 22.0 21.9 21.0 11.9 
8.4 2.8 6.4 10.1 14.1 
6.3 3.8 6.7 7.0 vel 


countries in table 2.4 has fallen from 55 per cent in the 
fourth quarter of 1976 to 47 per cent in the fourth quarter 
of 1977. Apart from Sweden and Norway inflation rates 
have been falling in the second group, the underlying 
rate of deceleration in the last quarter of 1977 being 
particularly fast in Ireland, Italy and the United Kingdom. 


The polarization of countries into two groups of rela- 
tively high and relatively low rates of inflation occurred 
after floating exchange rates became generally established 
in early 1973. The “low” inflation group then consisted 
of Austria, the Federal Republic of Germany, the Nether- 
lands, Norway, Sweden and Switzerland. The difference 
between this group and the “high” inflation group 


Costs and prices | 23 


TABLE 2.6 
The contribution of food prices to the year-on-year rise in consumer prices 
(Percentages) 
ras aca ea 
Country index 1976 1977 01 02 ОН Гот 
Austria NRCC teh caters tte ars: cee ee 37.1¢ 30.0 42.5 36.0 43.6 44.7 45.8 
Belgimers wee ое 41.65 57.9 38.1 49.7 34.2 38.0 30.5 
Denmark aN, ie Pied ade Neary Sakai Na vind an dar 20.4 24.5 21.3 22.8 21.4 23.0 19.3 
inland’ sy sek I ag APs ROI holt 24.1 27.3 35.6 38.4 38.1 33.0 32.9 
ETAances КУ ROT Боли 23.5 ¢ 27.3 29.4 27.6 29.0 31.6 29.4 
Germany, Federal Republic of ...... 22.0 27.9 14.1 18.2 13.3 13.2 11.3 
Arelands: ut mes seaeder ka bs bs. C6404 Cees 32.4 29.7 39.1 35.1 37.9 46.8 35.7 
ЕЕ с Os ом Meme halk. Bric ited « 36 40.7 40.1 39.5 38.5 42.4 41.0 
INGER EMA NGS iain ааа день: 32.2 в 35.9 32.7 36.5 36.4 32.2 24.4 
ТАЙ Зе рисует 24.1 27.5 20.9 14.5 15.9 25.2 32.6 
Sweden 27S kd ans rR RE 25.5 ¢ 31.8 32.7 32.4 31.2 33.4 33.2 
SWitzeniand. И. 31 0.0 31.0 0.0 39.9 42.1 45.3 
ООО ОО ssc) ot te ek ee 24.7 ¢ 27.6 29.7 32.9 31.1 31.4 22.6 
Canada ET EMRE ое VO a ere Bt 21 9.7 28.4 11.1 22.7 32.5 41.8 
ета ево ие 249 22.4 12.0 21.7 14.4 22.1 23.8 25:7 


Sources: National statistics; OECD, Main Economic Indicators, Paris. 
в Including beverages. 

> Including beverages and tobacco. 

¢ 1977, varying weights. 


(consisting of the remaining seven countries in table 2.4) 
has remained large and statistically significant?” since 
the third quarter of 1973. Nevertheless, there has been a 
gradual narrowing of the difference, particularly since the 
last quarter of 1976, mainly because inflation rates in the 
“high” group have been falling relatively fast. However, 
over the last year, rates of price increase have tended to 
accelerate in Norway and Sweden and in the second half 
of 1977 were above the west European average. On the 
other hand, the rate of inflation in Belgium has decelerated 
very sharply since the beginning of 1976 to rates signifi- 
cantly below the European average. These movements 
imply some changes in the membership of the “high” 
and “low” inflation groups. Taking the last quarter of 
1977, five countries (Austria, Belgium, the Netherlands, 
Switzerland and the Federal Republic of Germany) form 
a distinct group: their rates of inflation range form 1.3 
to 6.4 per cent compared with 9.2 to 14 per cent in the 
remaining European countries. Recent changes in the aver- 
age rates of these two groups are shown in the following: 


Average rates of inflation in two groups of 
west European countries 


Group 14 Group 1]® 
Mean S.D.¢ Mean S.D.¢ 

1976 

OU SFE: ko 13.0 S02 7.0 2.9 

O28. ek. & 12.7 3.2 6.6 3.5 

OS ree. Yate ous. 12.5 6.0 6.0 3.2 

OFS es. ce 13.8 4.9 5.7 3.2 
1977 

Ol a a 13.1 4.7 5.3 2.8 

(ре оо очи 12.9 3.6 5.0 2.5 

О. 13.1 3.2 4.9 2.3 

Пе ее 11.7 1.7 4.3 1.9 


Source: Table 2.4. 

а West European countries in table 2.4 not in Group II. : 

> Austria, Belgium, the Netherlands, Federal Republic of Germany and Switzer- 
land. 

© Standard deviation. 


27 On the basis of t-values calculated as the ratio of the difference 
between the two means divided by the standard error of the dif- 
ference (adjusted for small sample size). 


Thus, although the over-all variance of national rates of 
inflation may be falling, the difference between these two 
groups is large and over the last year has become more 
distinct rather than less. **° Although inflation in the first 
group has been decelerating, particularly in the last 
quarter of 1977, the proportionate fall has been still 
greater in the “low” group. To some extent this pattern 
reflects, on the one hand, the difficulty of implementing 
the necessary policies to reduce very high rates of infla- 
tion and the fact that they operate in some instances with 
long time lags and, on the other hand, the mutually 
reinforcing effects of exchange rate appreciation and lower 
inflation rates. The harder currency countries are репег- 
ally in a better positicn to withstand iargely exogenous 
disturbances, such as the flare-up in food commodity 
prices in the early part of 1977; and favourable movements 
in foreign commodity prices, particularly for food, may 
affect consumer price indices relatively quickly. 


Although rates of consumer price inflation have been 
falling they are stil! above the rates experienced by most 
countries even in the early years of the 1970s. In the 
“low” inflation countries (as defined in the previous 
paragraph) the rates of increase in the last quarter of 1977 
were roughly similar to those of mid-1972 in Belgium, of 
1971 in Austria and of 1970 in the Federal Republic of 
Germany and the Netherlands; in Switzerland the rate 
was close to that of the mid-1950s. Elsewhere, inflation 
rates have fallen below the peaks of 1974 and 1975 
(except in Norway and Sweden) but still remain in most 
cases above the still relatively high rates of 1972 and 1973. 


The continued weakness of the labour market is the 
main factor which should ensure that the growth of wages 
and earnings in 1978 will not, on average, be very much 
greater than in 1977. Many governments are continuing 
to implement policies of direct wage restraint supported 
in several cases by income-tax cuts as an incentive to 
weaken money wage demands. Opposition to continued 
wage restraint is more likely to occur among public 


38 Thatis, the ratio of the difference between the two averages to the 
standard error of their difference (significant at 1 per cent) has been 
rising since the third quarter of 1976. 


sector workers than in the enterprise sector. The slow 
growth of cutput also means that productivity growth in 
i978 is expected to be only slightly higher than in 1977, 
so that the rise in unit labour costs should not change 
very much. The prospect for the average rise in consumer 
prices is therefore for a continued but still gradual decline. 
For the 13 European countries considered here the average 
rate of growth might be expected to fall to around 8 per 
cent compared with 9.7 per cent in 1977. For the low 
inflation group the deceleration would be quite small 
(from an average of 4.9 per cent to around 4.5 per cent). 
Among the group with higher rates of inflation the average 
rate might drop from about 12.6 per cent to just above 
10 per cent. In this latter group the deceleration should 
be quite large in Ireland, Italy and the United Kingdom 
and somewhat smaller in Finland and France. The 
prospect is more problematic in Denmark, Norway and 
Sweden where some acceleration cannot be completely 
ruled out. This pattern of changes would imply a further 
narrowing of inter-country differences, although the 
difference between the !ow inflation group and the 
others remains large and significant. 

At present there seems little likelihood of these prospects 
being upset by any sudden rise in commodity prices. The 
supply factors which caused the upsurge in food prices 
in early 1977 have now been largely reversed and any 
sharp rise in non-food commodity prices is unlikely, 
given the weakness of industrial demand and the high 
levels of stocks. However, insofar as an important 
contribution to the current deceleration in inflation has 
come from depressed commodity prices the weakening 
of inflationary pressure is likely to be temporary: the 
continued unprofitability of a lot of mining at present 
prices can only increase the severity of future bottlenecks 
through the withdrawal of existing capacity and low 
levels of investment. In this sense too much pre-occupa- 
tion with reducing inflation rates in the short term may 
be at the expense of moderating them in the medium and 
longer term.”® Among other basic industries, such as 


2°In this context it is relevant to note the recent (January 1978) 
proposals of the Commission of the European Economic Commu- 
nity to draw up formal agreements with producer countries in 
order to ensure long-term supplies of raw materials, particularly 
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chemicals, attempts to raise prices have been frustrated 
by low levels of activity, increased international competi- 
tion and to a lesser extent by price controls. 


Whether continued recovery in output will be accom- 
panied by an acceleration of price increases is uncertain. 
A sustained recovery that nevertheless remains within 
non-inflationary limits cf over-all capacity utilization 
should, in principle, lead to an increase in productivity 
and reduced pressure to pass on higher unit labour and 
other costs to final prices. An important factor here is 
the fall in break-even points in a number of capital- 
intensive industries which implies that the rise in output 
may have to be very large if enterprises are to improve 
their profitability without raising рисез. ® For such 
industries the need to raise funds for the replacement 
and expansion of fixed assets may also lead to some 
pressure to raise prices: capital costs for a lot of process 
plant have risen four- or five-fold in the last decade and 
depreciation charges based on historic cost accounting 
will almost certainly be inadequate to provide for their 
replacement. Consequently even a return to pre-recession 
levels of capacity utilization may be inadequate in some 
cases to generate the rate of profitability required for 
further investment. If this is a realistic prospect in a 
number of industries it implies that some temporary 
acceleration in prices may be a necessary accompaniment 
to a recovery of output and investment. It would therefore 
be unfortunate if every temporary acceleration in the 
rate of consumer and producer price indices were to be 
interpreted as the harbinger of a renewed upsurge of 
general inflation and thus encourage the reintroduction 
of restrictive policies on output and demand. The response 
to the short-lived upsurge in food prices in the first part 
of 1977 suggests that а better set of indicators of infiation 
than are provided by consumer price indices are needed 
if policies are not to be unduly influenced by sudden and 
temporary movements in relative prices. 


minerals. Capital would flow to developing countries from EEC 
countries under a basic set of guidelines on the treatment of invest- 
ments negotiated by the EEC and supplying countries. 

30 Given an upward and leftward shift in the enterprises’ marginal 
cost curve, а one per cent increase in price may improve profits by 
more than would a one per cent increase in output. 


3. FOREIGN TRADE 


(i) Volume 


In 1977, the volume of world trade increased by only 
some 3 to 4 per cent, a sharp deceleration from the 11 рег 
cent growth in 1976, and also well below the medium- 
term (1965-1975) trend rate of 7 per cent. The slowdown 
appears to have continued during the year. The develop- 
ment of world trade has recently been highly uneven, 
with exceptionally large swings in year-on-year changes. 
In 1973, trade expanded by 11 per cent, in 1974 by 4 per 
cent, while in 1975 it fell by nearly 4 per cent; this was 
followed by an expansion of 11 per cent in 1976 and the 
slowdown to 3-4 per cent in 1977. 


Quantum index of market economies’ imports 


(1970 = 100) 
Qi 02 03 O4 
UOT Sig. wee Adeeb te oes 123 129 125 134 
Е aps. Soho 2 129 136 130 136 
5 ae ers is 121 125 123 137 
OWS сто os be oe oee 135 143 141 153 
CUI oot oe ay owe Eee 145 149 143 


Sources: United Nations, Monthly Bulletin of Statistics, New York, July 1976, 
January 1977, January 1978. 


For the industrial countries, import growth decelerated 
from about 14 per cent in 1976 to around 5 per cent in 
1977. Little if any growth appears to have taken place in 
the second half of the year. This marked slowdown was 
attributable very largely to western Europe and Japan. 
The expansion of imports into the United States continued 
at a high rate, though at a slower pace in the latter 
months of the year. For western Europe, imports may 
have increased by only 3-4 per cent in 1977. 

The developing countries also contributed to the 
slowdown in world trade in 1977. In the first three 
quarters, import volume was slightly lower than in the 
corresponding period of 1976.* As the oil exporting 
countries continued to increase their imports rapidly 
in this period, this implies a reduction for the non-oil 
developing countries. But in view of higher export 
earnings resulting from the rises in several important 
commodity prices, and the consequent build-up in 
international reserves, some recovery in this group’s 
import demand may have occurred towards the end of 
the year. 

In 1977, import growth slowed down sharply for every 
west European country except Ireland, Switzerland and 
the United Kingdom (all three of which, nevertheless, 
had somewhat lower rates than in 1976). For Denmark, 
Finland, Sweden, and probably Italy, import volume 
actually declined. The principal reason for the slowdowns, 


31 United Nations, Monthly Bulletin of Statistics, New York, 
January 1978. 


or declines, was the weakening of domestic demand. 
Another factor was the big increase in oil stocks ahead of 
the end of 1976 price rise: oil imports were down in a 
number of countries, e.g. France and the Federal Republic 
of Germany, in 1977. In addition, North Sea oil produc- 
tion increased substantially. It also appears that stocks 
of industrial raw materials were increased as industrial 
production picked up in western Europe in 1976, but may 
have been run down again as production faltered last 
summer. For instance, United Kingdom imports of 
industrial materials rose by 12 per cent in 1976, but fell 
by 5 per cent in 1977; and the Federal Republic of 
Germany’s imports of raw materials rose by 11 per cent 
in 1976, but declined by 8 per cent between the first 
eleven months of 1976 and 1977. However, the Nether- 
lands and Switzerland both show higher imports of raw 
materials and semi-manufactures in the first nine months 
of 1977 than a year earlier. 


Western Europe’s export growth also slowed down 
markedly in 1977 to a rate of around 5 per cent, compared 
with about 11 per cent in 1976. Hence, for the region, 
exports rose slightly faster than imports, leading to a small 
improvement in the real foreign trade balance. The coun- 
try pattern for exports is almost identical to that for 
imports, with considerably lower rates of growth for all 
countries except Ireland, Switzerland and the United 
Kingdom, with the addition of France. For Sweden, 
and possibly also the Netherlands, export volume was 
lower last year than in 1976. 


The principal reason for this rather dismal—and 
generally unexpected-—performance was the sharp decel- 
eration in intra-area trade. But exports to the non-oil 
developing countries increased little if at all, and the 
expanding United States market accounts for too small 
a share of most west European countries’ trade to have 
much impact on their total exports. For the smaller west 
European economies, this also applied to the fast growing 
OPEC market. 


Various restrictive measures have been introduced 
during the past year. The principal recent measures are 
designed to curb imports of low cost steel and textiles 
into the EEC. As from the beginning of 1977, anti- 
dumping duties will be imposed on some 140 steel 
products which are imported at less than “reference’’ 
prices. Meanwhile the Commission is negotiating volun- 
tary restraint agreements, covering volumes and prices, 
with the main supplying countries. In January, provisional 
anti-dumping duties were imposed on some steel products 
exported by Japan, Spain, Poland, Bulgaria, Czechoslova- 
kia, South Korea and Canada. At the beginning of 
January the United States announced a scale of minimum 
prices for foreign steel imports. Agreements have 
recently been negotiated by the EEC with most of the 
principal textile exporting countries to restrict their 
exports of various products. The GATT multifibre 
agreement, which has been renewed as from the beginning 
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of 1977, will in principle restrict the growth of imports 
from the developing countries to a greater extent than the 
previous agreement. 


(ii) Prices 


Over the past year or so, commodity prices have 
moved through a particularly pronounced cyclical swing. 
After rising to an all-time high in the second quarter of 
1977, price indices of non-oil commodities fell sharply in 
the summer and autumn. The extent of these swings 
varies according to the currency on which the index is 
based (as well as, of course, the coverage and weighting 
of the commodities), as is indicated in the following 
text table: 


Index of world export prices of primary commodities and 
non-ferrous metals 


(1970 = 100) 
US Pounds Purchasers’ 
dollars sterling currencies 
1976 
О as a oy 291 395 270 
Qa TS RR se ae 291 423 267 
197 
Oger ee ees “eee 313 439 286 
O2F Re soe и 320 447 289 
ОЗ 314 434 280 
О че 305 404 264 
Percentage change 1977 O4 оп 
ТО 
о 278) 25 —10 _9 
1976 
О tr a, 05 38 И 5) —4 —1 


Source: Index published in Trade and Industry, London, 20 January 1978, and 
based on United Nations indices, except for 1977 Q4, which is a projection by the 
United Kingdom Department of Industry. 


Thus, in the year centring on the second quarter of 
1977, the commodity price index went through a sharp, 
and more or less complete, cycle. Although prices had 
started to rise towards the end of 1975, the upward trend 
remained relatively moderate until the last quarter of 
1976. But in the six months between October 1976 and 
April 1977, The Economist dollar commodity price 
index rose by 36 per cent and the sterling index by 30 per 
cent. During the subsequent six months the indices fell 
by 20 per cent and 22 per cent, respectively. In the 
previous price cycle, the dollar index rose by 18 per cent 
in the six months before the peak of May 1974 and fell 
by orly 1 per cent in the following six months.# Thus 
although this recent cycle was more short-lived than the 
previous one, it was considerably more pronounced. 


The recent cycle, or at least the upswing, is also more 
difficult to explain in terms of underlying demand and 


32 Other monthly commodity price indices generally show changes 
of roughly the same order of magnitude: e.g. The National Institute 
of Economic and Social Research’s index of export prices of primary 
products, in dollar terms, rose by 30 per cent in the six months to 
April 1977 and declined by 13 per cent in the following six months; 
the corresponding percentages for UNCTAD’s combined index of 
market prices, in terms of SDRs, of principal commodity exports 
of developing countries were 36 per cent and 20 per cent. 

33 The cycle was in fact double-headed and the index declined by 


about 12 per cent between May and September 1977, before rising 
to the second, but somewhat lower, head in November. 


supply factors than the previous one. Although the 
recovery in industrial production in 1976 led to a certain 
amount of restocking of industrial materials, there appear 
to have been few real shortages, such as occurred in 1972/ 
73. Producers’ stocks generally remained ample, and in 
some cases (e.g., copper) exceptionally high. Crops of 
the main cereals were at near record levels in 1976, and 
carry-over stocks at the end of the 1976/77 crop year 
had been restored to pre-1973 levels. Among the major 
internationally traded commodities, a shortage probably 
existed only for coffee, though temporary supply difficul- 
ties arose for a number of other commodities for a 
variety of reasons. 


The rise in coffee prices, resulting from the supply 
shortage caused by the July 1975 frost in Brazil, and the 
subsequent fall, played a dominant role in the 1976/77 
commodity price cycle. The composite price index for 
coffee nearly trebled in the year to April 1977 and then 
declined by almost one-half over the following six months. 
Tea and cocoa were also affected, and the UNCTAD 
index of tropical beverages stood at 602 in April 1977 
(1972 = 100), compared with 232 twelve months earlier. 
By October it had fallen back to 433. A major reason for 
the decline was the strong reaction of demand to the price 
increases: in the year ending September 1977, world coffee 
consumption apparently fell by 13 per cent.* The only 
other commodity group to show a comparable swing in 
price was vegetable oilseeds and oils, for which the index 
rose from 152 to 295 in the year to April 1977 and then 
fell to 194 in October. A major factor in this latter 
development was the improvement in the market situation 
resulting from the large United States soya bean crop. 


Prices of most industrial raw materials rose towards 
the end of 1976 and in the early months of 1977, but they 
fell in response to weaker demand in the summer and 
autumn.* But the price movements for these commodities 
tended to be relatively subdued. 


The extent to which tropical beverages dominated the 


recent price cycle is indicated by the following figures for 
the main commodity groups: 


Indices of market prices of principal commodity exports 
of developing countries 


(1972 = 100) 


Percentage Percentage 


Index April 1977 change from decline to 


Commodity group weights peak year earlier October 1977 
Foods" sea are, ae 27.1 143 —20 —17 
Tropical beverages 22.1 602 159 —28 
Vegetable oil-seeds and 

OILS VHS FR TRA, 6.7 295 94 —34 
Agricultural raw 

IMaterials sesame ane 20.8 216 18 —6 
Minerals, огез ап metals 23.3 184 < 5 —1 
Combined index (in terms 

of current dollars). . 100.0 278 49 —19 


Cy 


Source: UNCTAD Monthly Commodity Price Bulletin, Geneva, December 1977. 
а March. 


34 The Economist, 14 January 1978. 


35 One exception to this downtrend was tin, which was in short 
supply, and for which the underlying trend remained upward until 
early December, when the London Metal Exchange spot price 
reached an all-time peak of £7,355 per metric ton (compared with 
£5,000 a ton a year earlier). However, a sharp fall occurred in the 
final weeks of the year, when a speculative shake-out apparently 
took place. } 


TABLE 3.1 


Foreign trade prices in 1977 
(Percentage change from corresponding quarter of 1976) 


re ee MnO AY Dues Nea ЧИКАГО vier we 


In terms of dollars 


Q3 


01 02 
RUG TEES ое a печи 10 15 
Belgium-Luxembourg ом. . li 12 
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а sree Ч 15 16 
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Germany, Federal Republic of ..... 10 11 
ева. Fan Bh Gea Meet РО 7 17 
а ооо, Бак алаол нк 15 8 
Netherlandss Sy. dere Ме tees nest: 12 15 
INCA ERA ee ee re 14 14 
Sica) суры Ga И 12 14 
SWIHZerIAnd ен. 9 9 
MWnitedskKanedomes. ste № оса, 8 14 
Industrial countries’. =e Le! 9 10 
ANS lage fee “ars № К lav De ee; 10 18 
Belgium-Luxembourg ......... 10 11 
Зеро и оса, eerie Ще, 8 Я 
ао и аа 9-6 16 13 
IBFAn Cover к. м, 4 tl 
Germany, Federal Republic of ..... 11 11 
ПЕ аа деи ом ов ks Soe Meets 5 12 
Я в, ПРО ПН 13 15 
меенаса “о ост О8 Ме 11 15 
INOLWAY Cae ИОВ ЛОт» По 15 13 
Бунеев ии, сан. Las 12 9 
ЗЕЕ ем. 6 3 
Не KAINGdOMNes и chs G 8 14 
Вр ОВО ео... 9 10 


In terms of domestic currency 


04 01 02 03 04 
Import prices 
8“ 3 6 3 ]1 а 
3 3 —1 
8 11 11 
ги 12 18 6 a 
8 18 16 10 5 
2 2 —1 —1 
25 23 16 
vs 33 13 15 ae 
7 5 а) 2 2 
8 9 5 ae 
8 13 12 16° 
7 10 5) Зе 
27 20 15 5 
Export prices 
да 4 8 1 2¢ 
3 2 — 
4 5 1 
a. i122 16 ae Ac 
9 13 12 6 6 
3 2 — 1 
24 18 15 
р 30 19 19 + 
8 4 4 2 3 
7 8 1 BA 
8 8 5 5 
2 3} 2) —с 
25 20 17 12 


Sources: Dollar prices: IFS, August 1977, February 1978; domestic currencies: OECD, Statistics of Foreign Trade, Series A, December 1976, January 1978, and 


national statistics. 
в October. 
> Excluding ships for domestic currency figures. 
© October-November. 


Since October 1977 the over-all commodity price 
indices have been steady (though the dollar indices have 
reflected the depreciation of that currency). Certain 
commodities, however, have been fairly volatile, especially 
non-ferrous metals. In addition to the sharp decline in 
the price of tin in December, the London Metal Exchange 
prices of copper, lead and zinc fell steeply in January, 
copper to its lowest level for two years and zinc to its 
lowest level since June 1973. Stocks of these metals are 
exceptionally high: world copper stocks, for instance, are 
estimated at over 2 million tons. A big rise is expected 
in sugar stocks, the price of which is currently depressed, 
and a world surplus has recently been forecast for cocoa. 
Conflicting reports continue to appear concerning coffee 
supplies, but a basic shortfall such as occurred a year ago 
would seem unlikely to recur in the near future, given 
a reasonable crop in Brazil. Stocks of most important 
temperate-zone foodstuffs have been restored to adequate 
levels. Hence a general and sustained rise in commodity 
prices would seem unlikely during the next few months, 
though the present depressed levels for many industrial 
raw materials, especially metals, will have an inevitable 
adverse effect on future supplies if continued for long. 


The impact on western Europe’s trade figures of the 
volatile commodity prices in 1977 is unclear. The high 
April peak in the combined index of market prices was so 
short-lived that it was probably only reflected in import 
prices to a limited extent. But the general and more 
moderate rise in the price index in the early months of the 
year, and the marked fall in the second half of the year, 
might have been expected to have had an appreciable 
influence on the level of import prices. The index of 
world export prices of primary commodities and non- 
ferrous metals, shown in the text table above, indicates 
that in terms of purchasers’ currencies the rise in the first 
half of 1977 was 7 per cent and the decline in the second 
half was 5 per cent. The United Nations unit value index 
of manufactured goods exports gives an increase of some 
5 per cent in the first half of 1977,°* some 4 per cent 
below the rate for primary commodities. Hence primary 
commodities appear to have been exerting some upward 
pressure on world trade prices in the first half of 1977. 


36 United Nations, Monthly Bulletin of Statistics, New York, 
December 1977, special table C. This index is in terms of dollars. 
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This situation was probably reversed in the second half 
of the year. Although the rate of increase of prices of 
manufactures was also believed to have slowed down, 
as a result of the generally weak demand pattern, no 
deceleration appears in the third quarter for the United 
Nations unit value index (in US dollars) for Europe’s 
imports. It is possible, however, that import prices may 
have decelerated significantly in the final months of the 
year (though figures for this period will be especially 
affected by exchange rate changes). The figures in 
table 3.1 indicate such a slowdown for some countries.*’ 


United Kingdom trade figures show a 4 per cent 
improvement in the terms of trade in the last quarter of 
1977. Again, this was a consequence both of the fall in 
commodity prices and of the appreciation of sterling. 
Apart from the Scandinavian countries, which devalued 
in August, most other west European countries should 
also have derived some terms of trade gain from falling 
commodity prices and, for some countries (most notably 
the Federal Republic of Germany and Switzerland), 
also from currency appreciation. 


But, for the year as a whole, terms of trade changes 
appear to have been relatively small for most countries. 
The principal exceptions were probably the losses suffered 
by the Scandinavian countries, especially Sweden, 
resulting from the currency depreciations. Ireland and 
Switzerland, both of which had relatively large gains in 
1976, suffered losses in the first nine months of last year, 
but these are likely to have been offset to some extent in 
the final months of the year. 


(iii) Trade balances 


Western Europe’s crude trade deficit (c.i.f.-f.0.b.) in 
the first nine months of 1977 was just over $17 billion, 
almost exactly the same figure as in the corresponding 
period of 1976 (table 3.2). For 1977 as a whole, however, 
the deficit is likely to be lower than in 1976, some countries 
showing significant improvements in their trade balances 
in the closing months of the year. This appears to have 
been the consequence of some slight recovery in import 
demand in the developing countries together with a 
number of special factors, such as increased production 
of North Sea oil and improved agricultural output 
compared with the previous year. 


Although there was virtually no change in western 
Europe’s total trade deficit between the first three quarters 
of 1976 and 1977, some major changes occurred within 
the region. The most notable was the strengthening of 
the trade balances of the four larger economies and the 
offsetting weakening for several of the smaller economies. 
Italy and the United Kingdom, two of the principal 
deficit countries in recent years, recorded very large 
reductions in their deficits, by $2.4 billion and $1.9 
billion respectively. The Federal Republic of Germany 
increased its surplus by $1.5 billion. Thus between them 
these three countries improved their balances by $5.8 
billion. 


In the fourth quarter, France reduced its deficit very 
considerably (compared with the fourth quarter of 1976). 
For 1977 as a whole, its deficit may have been about 


87 Between the third and fourth quarters, the United Kingdom 
index of import values fell by 2 per cent, which was attributed both 
to declining commodity prices and to the appreciation of sterling. 
Prices of basic materials declined by 3.5 per cent. The Deutschmark 
prices of imported commodities and raw materials are also reported 
to have been reduced significantly. 


$2 billion less than in 1976. Italy reduced its deficit further 
in the final months of the year, while the United Kingdom 
moved into surplus. In 1977, the four larger west Euro- 
pean economies may have improved their trade balances 
by a total of some $10 billion. 


United Kingdom export volume was 9 per cent up in 
1977, while import volume was 6 per cent higher. The 
latter figure, however, was due in large part to the decline 
in imports of fuels and basic materials; imports of 
manufactures rose by 14 per cent. This compares with a 
9 per cent growth of manufactured exports. The greater 
part of the improvement in the total trade balance уаз. 
attributable to the increased production of North Sea oil, 
estimated to have averaged 0.83 million barrels a day in 
1977 compared with 0.24 million barrels a day in 1976. 
The trade deficit in petroleum and petroleum products 
declined by £1,168 million last year,?* out of a reduction 
in the total trade deficit (on a balance-of-payments basis) 
of £1,914 million. 


Italy increased its share of export markets in 1977. 
In value terms, substantial increases occurred in most 
markets with a particularly big expansion in exports to 
the oil exporting countries, which now account for 13 per 
cent of total exports (compared with 7.4 per cent in 1974). 
Export volume may have risen by around 7 per cent. 
Import volume appears to have fallen substantially in 
the second half of 1977: in the third quarter it was 7 per 
cent lower than a year earlier. For 1977 as a whole, 
imports may have been slightly down on 1976, the main 
factor probably being the downturn in domestic demand 
and in particular the stock adjustment. But the marked 
depreciation in the effective exchange rate in the early 
part of 1976 may well have contributed to the better 
trade performance last year. 


France’s terms of trade appear to have worsened 
slightly in 1977, as a consequence of the relatively low 
rate of increase of export prices. The big reduction in the 
trade deficit was therefore due entirely to the improvement 
in the real trade balance. This, in turn, resulted very 
largely from the slowdown in import growth: from the 
exceptionally high rate of about 20 per cent in 1976 to 
only 1-2 per cent in 1977. As in Italy, this marked decel- 
eration was associated with the general |weakening of 
domestic demand and the downward adjustment of 
stocks. A special factor for France has been the recovery 
in agricultural output this year, after the setback in 1976 
caused by the drought. Trade in agricultural products 
was in deficit last year, whereas it is usually in substantial 
surplus, but the balance was improving rapidly towards 
the end of the year. An important influence on the 
agricultural trade balance was the very sharp rise in the 
early months of the year, and the subsequent decline, in 
the price of coffee and cocoa. 


The volume of the Federal Republic of Germany’s trade 
in 1977 appears to have risen by around 5 per cent for 
both imports and exports, a marked slowdown from the 
rates of, respectively, 16 and 14 per cent in 1976. Again, 
the import deceleration seems to have been a consequence 
of the slowdown in domestic demand and stock adjust- 
ments. Despite the continued appreciation of the 
Deutschmark, exports rose at a rate broadly in line with 


38 The actual direct balance-of-payments savings attributable to 
North Sea oil were considerably greater than this since the average 
price of rons crude oil rose from £47.80 a ton in 1976 to £54.50 
a ton in c 
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TABLE 3.2 


Total trade of west European countries, January-September 1977 
ee cae ne ee ee 


Imports Exports iis pind he Trade а r 
( а А January-September 1976 balance Januar. ‘y-September 1976 
Country US dollars) _ US dollars) Imports Exports US otters) т 
В ве Е АВЕ ил: 
ПНА ко ИЯ 10 155 7 105 24 5 
Belgium-Luxembourg:: п, 29 332 27 428 16 т ¥ HH args 
Denmark о: В м Re ara 9 837 7 323 10 11 —2 514 —183 
оо ао 6g xe ens, а 5 550 5 473 7 24 —77 728 
Баров м ЕВА ПОЛН: 51 986 47 150 11 13 —4 836 —14 
Germany, Federal Republic оё4...... 73 715 84 867 16 16 11 152 1 462 
avs А AO rt Bet № af 3 951 3117 28 32 —834 —107 
Joa Gy soe EC el co eke ek ae hee 34 401 32 200 11 22 = 

Пенал ое suscn г сани 34 481 32 013 20 12 И и. и т 
ЕАН te Rah 9 539 6 261 22 9 —3 278 —1 178 
Sweden RI BA. За, ЗА: 14 963 13 803 11 3 —1 160 —1 057 
Switzerland В tom. bets cds) acess 12 906 12 320 22 17 —586 — 520 
iatTeOmRInedOM).. a se бы 47 508 42 187 15 23 —5 321 1 909 
Pofal weslerm EUrOpe’. ia. see te 338 324 321 247 15 16 —17077 387 


Sources: IMF, Direction of Trade, Washington, December 1977, January 1978. 


в Excluding trade with German Democratic Republic. 


the growth of world trade. Some gain in market shares 
may even have occurred, particularly in OPEC markets: 
trade with this group of countries is reported to have 
been in surplus last year. Towards the end of the year 
the fall in commodity prices together with the appreciation 
of the Deutschmark resulted in a favourable movement 
in the terms of trade. 


Among the smaller west European economies, the trade 
balance improved in the first three quarters of 1977 only 
for Finland, with a reduction of $728 million in the 
deficit (table 3.2). For the year as a whole, Finland had 
a small trade surplus ($56 million), the first in ten years. 
Over the past two years this country has brought about 
a striking turn-round in its trade accounts, with a swing 
from a deficit of over $2 billion in 1975 (equivalent of 
8 per cent of GDP) to the surplus in 1977. As the terms 
of trade deteriorated by some 5 per cent during this 
period, the improvement in the real trade balance was 
even larger: import volume was reduced by about 12 per 
cent and export volume raised by around one quarter. 
The contraction of imports was brought about through a 
severe domestic recession, with a particularly sharp decline 
in investment. But over the past two years Finland has 
achieved large increases in export market shares *® which 
are likely to have been related in part to the currency 
devaluations. 


For the other eight countries shown in table 3.2, the 
combined trade deficit rose by $6.25 billion in the first 
nine months of 1977. Some improvement appears to 
have taken place in the final months of the year and the 
increase in the deficit may have been cut back to, possibly, 
about $4-5 billion for 1977. 


Most of the deterioration is attributable to four coun- 
tries: Austria, Norway, the Netherlands and Sweden, 
with increased deficits in the first nine months of 1977 
of $2.2 billion for the Netherlands and of around $1 bil- 
lion for each of the other three countries. It should be 
noted, however, that Norway’s trade figures tend to be 


39 See OECD, Economic Outlook, No. 22, Paris, December 1977, 
table 46. 


especially volatile because of ships, drilling platforms 
and oil, and that trade data for the Netherlands and 
Sweden have been somewhat erratic recently. Neverthe- 
less, the trade balances of the Netherlands and Sweden 
undoubtedly deteriorated significantly last year. Export 
volume declined for Sweden and probably also for the 
Netherlands. Both countries appear to have suffered from 
considerable loss of market shares, at least in part as a 
consequence of declining international competitiveness. 
This was associated with relatively fast rates of increase 
of labour costs and strong currencies. 


But in other respects the external situation of these two 
countries differs considerably. In the first place, the 
Netherlands was still in surplus on current account in 
1977, whereas Sweden was in substantial deficit. Secondly, 
the Netherland’s exports of gas give it a relatively favour- 
able commodity structure of trade, whereas Sweden’s 
have been relatively unfavourable. Consequently the 
Netherlands has attempted to improve its competitiveness 
through domestic policies rather than by devaluation, 
while Sweden has devalued twice during the past year. 


Sweden’s trade balance has been deteriorating since 
1973, though it started from a position of exceptional 
surplus. Falling exports in 1977 were clearly related to 
a loss of price competitiveness in several important 
sectors. This applied in particular to pulp and paper, 
where the Scandinavians have lost about one-quarter 
of their market shares in western Europe to lower priced 
North American exports. In an attempt to improve this 
situation, Sweden devalued in April 1977 by 6 per cent 
and by a further 10 per cent in August. The response of 
export industries varied considerably: for instance, the 
export price index for pulp fell by 8 per cent between 
August and November, while the index for paper and 
paperboard rose by 8 per cent in this period. But import 


40 Dr, Zijlstra, President of the Netherlands Bank, recently stated 
that he opposed devaluation of the guilder as an economic stimulus, 
since this led to a vicious circle of dearer imports, higher prices, 
increased wage demands and labour costs, still higher prices and 
hence dearer exports. 
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prices rose sharply after the August devaluation: by 
November the price index was 16.5 per cent higher than 
a year earlier. Over the same period the price index for 
total exports rose by 5.4 per cent, implying a terms of 
trade loss of some 10 per cent. Exports, especially by the 
pulp and paper industry, should benefit from the lower 
exchange rate: on a trade weighted basis, this is estimated 
to have been 15 per cent in 1977. 


Austria’s trade deficit rose sharply in 1977, for the 
second consecutive year. In the first nine months of 1977 
it amounted to over $3 billion and seems likely to be in 
the region of $414 billion for the whole year. This is 
equivalent to 8-9 per cent of GNP (the current account 
deficit was equivalent to about 6 per cent of GNP). One 
reason for this increasingly unfavourable trade balance 
has been the faster growth of domestic demand in Austria 
than in its major trading partners. Import volume 
expanded by 24 per cent in 1976 and by, perhaps, about 
9 per cent last year, rates well above those for western 
Europe. To some extent this fast import growth is likely 
to have been a consequence of the contraction between 
1973 and 1975. But the elasticity of import growth with 
respect to GNP growth was also high in the past two 
years. There would appear to have been a switch in the 
pattern of expenditure to more import-intensive products: 
expenditure on cars rose particularly fast. In order to 
slow import growth, tariffs were raised on a wide range 
of goods on 1 November 1977, and taxes increased on a 
number of products, the most important of which was 
cars, from the beginning of 1978. 


Export growth decelerated markedly in 1977, from 
16 per cent in 1976. One reason was the decline in the east 
European market, which accounts for a high share of 
Austria’s external trade. But over 90 per cent of the 
higher deficit in the first nine months of 1977 was attri- 
butable to trade with other west European countries, 
and Austria’s competitiveness may have been declining 
recently following the effective appreciation of the 
schilling. This was pegged to the Deutschmark, but costs 
and prices in Austria have been rising faster than in the 
Federal Republic of Germany. Since December, therefore, 
the schilling has been no longer pegged exclusively to the 
Deutschmark, and some slight depreciation against the 
stronger currencies has taken place. 


Norway’s trade deficit has also been rising for some 
years. In 1977 it is likely to have exceeded $5 billion, 
equivalent to about 14 per cent of GDP. Among the 
factors contributing to the unexpectedly large deficit 
last year were the relatively low rates of growth of oil 
and gas exports as a result of oil production and pipeline 
problems, and an apparent decline in exports of tradi- 
tional goods. The volume of exports (excluding ships 
and drilling platforms) slowed down very sharply: from 
20 per cent in 1976 to, perhaps, 2 per cent in 1977. At the 
same time, import volume only decelerated slightly, 
domestic demand remaining fairly high. In addition, the 
terms of trade probably worsened somewhat, following 
the April 1977 devaluation. 


Since 1973, Norway’s international competitive posi- 
tion appears to have weakened significantly. Due to a 
faster growth of hourly wage costs than in major compe- 
titive countries and a relativeiy slow increase in production 
per man-hour, industrial unit labour costs rose sub- 


и Preliminary estimates put the deficit at Sch.73 billion, compared 
with Sch.54 billion in 1976. 


stantially faster than in most other countries.” The 
effect of this on Norway’s external trade was accentuated 
by the effective appreciation of the krone. The loss of 
competitiveness is likely to have been an important factor 
in the relatively weak export performance in 1977, when 
Norway’s market shares declined sharply. As a result, 
the krone was devalued by 8 per cent in February of this 
year. 

In 1977, Switzerland had a trade deficit of just over 
$14 billion. Although this represented a fairly large 
swing from the corresponding period of 1976, when 
trade (on a c.i.f-f.o.b. basis) had been approximately in 
balance, the external position remains extremely strong, 
with a continuing large surplus on current account. 
Trade on both sides of the trade account expanded 
relatively fast in 1977: exports by almost 12 per cent and 
imports by about 10 per cent in volume terms. In contrast 
to several other west European countries, imports of raw 
materials and semi-manufactures, as well as of consumer 
and investment goods, rose significantly in the first three 
quarters of the year, compared with a year earlier. In 
this period, however, the terms of trade deteriorated 
(after a substantial improvement in 1976), a development 
that may well have been reversed in the final quarter, as 
a consequence of the marked appreciation of the Swiss 
franc together with falling commodity prices. The strong 
export growth, with significant increases in market shares, 
suggests a continued ability on the part of Swiss industry 
to maintain international competitiveness in spite of the 
currency appreciation. However, the effective appreciation 
in 1977 has been put at 18 per cent, which could affect 
export prospects over the coming year. 


Denmark and Ireland show comparatively little changes 
in their trade positions in the first nine months of 1977, 
and probably for the year as a whole. But the deficits 
remain very large for both countries, following exception- 
ally big import increases in 1976. In Denmark, various 
measures to restrain demand have been implemented 
since autumn 1976. In addition, the krona was devalued 
with the other Scandinavian currencies in April (by 3 per 
cent) and in August (by 5 per cent) of last year. Asa 
result, import volume may actually have fallen somewhat: 
on the basis of figures for the first three quarters, imports 
of transport equipment (which had risen by 57 per cent 
in 1976) were sharply lower. But export volume appears 
to have risen only marginally due in part to the impact of 
the poor harvest on agricultural exports, and the small 
improvement in the real trade balance was largely offset 
by the terms of trade loss. 


In /reland, by contrast, domestic demand accelerated 
in 1977. Nevertheless, import growth slowed down 
slightly, though the rate (about 13 per cent) remained 
relatively high. Export volume rose steeply to around 
12 per cent, one of the highest rates in western Europe, 
and was an important expansionary influence for the 
Irish economy. Agricultural exports recovered from the 
decline of 1976 and are estimated to have risen by over 
10 per cent in volume, while industrial exports were some 


42 See OECD, Economic Survey of Norway, January 1978, page 24, 
where it is estimated that relative unit labour costs increased by 
35 per cent between the first quarter of 1974 and the first quarter of 
1977. 

43 Preliminary estimates put Denmark’s trade deficit at Danish 
Kr.19.0 billion in 1977, compared with Danish Kr.19.9 billion in 
1976. For Ireland, the trade pattern in the fourth quarter is reported 
to have been worse than expected. 
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17 per cent higher. This latter expansion has been attrib- 
uted both to increased investment by new firms, many 
of them foreign, in the early 1970s, and to an improvement 
in profitability of exports.“ Although some slowdown 
may have taken place in the closing months of the year, 
this is expected to be only temporary. 


Changes in west European countries’ trade balances 
were dwarfed by the rise in the United States’ trade 
deficit, from $9.3 billion in 1976 to $31.4 billion in 1977. 
It is generally accepted that two factors were responsible 
for the greater part of the rise in the United States’ 
deficit: the faster economic expansion in the United 
States. than in other countries, and the increase in oil 
imports ($10 billion higher in 1977). A loss of interna- 
tional competitiveness is held by some observers to have 
also contributed to the deterioration in the trade position, 
but there is some dispute on this point. 


The rising United States’ deficit in 1977 (when the 
current deficit is estimated to have jumped to $19 billion, 
from $1 billion in the previous year) seems to have been 
the underlying cause of the major re-alignment of exchange 
rates in the closing months of the уеаг.° As United 
States’ trade could be in substantial deficit for some years, 
the relationship between this deficit and exchange rate 
patterns is likely to be central to international trade and 
payments for a considerable period. During the past few 
months, interest has been focused mainly on the move- 
ments of the United States dollar, the Deutschmark and 
the Swiss franc, where changes have been greatest. (The 
necessity for a substantial appreciation of the yen seems 
to have been widely accepted.) In particular, the Presi- 
dents of the central banks of the Federal Republic of 
Germany and Switzerland have stated on a number of 
occasions that the depreciation of the dollar and the 


44 See Economic Bulletin for Europe, vol. 29, page 24. 

45 Exchange rates of course react to a wide variety of influences 
besides current balances, but the size of the United States’ deficit, 
and its expected durability, almost certainly triggered the recent 
exchange rate changes. 


related appreciation of the Deutschmark and the Swiss 
franc have been excessive.*‘* 


Probably the central issue is whether the United States 
should attempt to offset its increased oil deficit by improv- 
ing its balance with the rest of the world and, if 50, 
whether such а shift should be brought about, at least 
in part, through exchange rate changes. If the exchange 
rate is not to be used as an instrument for influencing 
trade adjustments, the other principal approach (apart 
from trade controls) would seem to be higher economic 
growth in the other industrial countries.*’? But, in practice, 
this policy also seems to be ruled out. It appears that 
certain central banks are in favour of restrictive fiscal 
and monetary policies, but at the same time of main- 
taining sufficiently competitive exchange rates to preclude 
any significant adjustment of real foreign trade balances. 
These objectives may well be irreconcilable. 


(iv) Changes in western Europe’s trade balance with the 
rest of the world, 1970-1976 


As mentioned above, western Europe’s combined trade 
balance with the rest of the world was almost unchanged 
between the first nine months of 1976 and 1977. Never- 
theless, some significant changes occurred in the balances 
with certain regions, the most notable of which were the 
continuing increase in western Europe’s surplus with 
southern Europe and in the deficit with Japan (table 3.3). 


46 For instance, Dr. Emminger, President of the Bundesbank, said 
on 8 December that “‘current exchange rate movements have lost 
every orientation to objective facts, at least as far as the dollar and the 
Deutschmark are concerned’’; while Dr. Leutwiier, President of the 
Swiss National Bank stated (5 December) “the exchange rate 
between the United States dollar and the Swiss franc no longer bore 
any relation to the underlying real economic situation and that the 
distortion had now reached excessive proportions’. 


47 The need to reduce United States oil imports—and not simply 
for balance-of-payments reasons—is widely accepted, not least by 
the United States Government. But even if the necessary energy 
policy could be implemented immediately, it would be unlikely to 
have a significant impact on the trade balance for some time. 


TABLE 3.3 


Western Europe’s trade by area of origin and destination, January-September 1977 
ee 


Percentage change in 


val Trad Ch in trade 
et two Fup a bee Tre balance } balance from ae 
igi i ili i illio anuary-September 
нк ро ЛЕА я Us deters) Imports Exports US ener) (billion US dollars) 
WWesterm ULOPCat ий. оне мазо 199.2 199.0 15 15 —0.2 —0.1 
SouthetnLEUnOpGgmire ca ба ec st > 9.1 15.6 14 19 6.5 1.4 
Rest of the world 
МОНБЛАН © la а. 29.0 21.6 11 Ze —7.4 - x 
ОО tne | ft kee ens 7.1 6.5 11 8 и oh 
Eastern'Burope oats. Ee baat 6.7 8.1 11 f = 
Урай ле mami cue sies cvs eG an CE weet 8.5 34 29 15 —5.4 —1. 
Australia, New Zealand and South Africa . 6.3 5.8 14 0 —0.5 —0.8 
Ра OS A ee ove a ie 0.8 0.7 3 —41 —0.1 —0.5 
Non-oil developing countries. ..... - ie r ae к >. и are 
i i пез ТОМ, Pt eos 3 : i, : 
ech ia 338.3 32163 15 16 —17.0 0.4 


World (including unspecified) 


ne 


Sources: IMF, Direction of Trade, Washington, December 1977, January 1978. 


а Excluding trade between the Federal Republic of Germany and the German Democratic Republic. 


ь Algeria, Indonesia, Iran, Iraq, Kuwait, Libya, 


Nigeria, Oman, Qatar, Saudi Arabia, United Arab Emirates, Venezuela. 
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Imports from Japan rose by 29 per cent in dollar terms; 
on the basis of Japan’s export unit value index, this 
implies a volume increase of about 12 per cent. In 
absolute terms, the biggest change was the reduction in 
the deficit with the oil-exporting countries, by $3.7 billion 
to $11.7 billion. This resulted from a further large 
increase in western Europe’s exports and a marked slow- 
down in imports: the 6 per cent increase in dollar values 
probably implied a fall in the volume of oil imports. 


Offsetting this to a considerable extent was the $2.8 bil- 
lion deterioration in the trade balance with the non-oil- 
developing countries, as a consequence of the 30 per cent 
jump in imports. Western Europe’s exports to eastern 
Europe, and to Australia, New Zealand and South Africa 
showed no growth in value, and almost certainly declined 
in volume, for the second year in succession. 


Looking at changes in a longer perspective, some 
major shifts have occurred in western Europe’s trade 
balances (table 3.4). Much the largest of these was the 
increased deficit with OPEC, following the oil price rise 
at the end of 1973, but a number of other significant 
changes have also taken place since 1970. Western 
Europe’s combined crude trade balances (с.г. }.-/.0.5.) by 
main country groupings and commodities are given in 
table 3.4. It should be noted that these figures are in 
current dollars and thus reflect the big price changes over 
this period. The figures are summarized, for the main 
country groupings, in the text table below, by taking the 
annual averages for 1970-1972 (pre-oil price rise) and for 
1974-1976 (post-oil price rise), with 1973 as an interme- 
diate year. 


Western Europe’s crude trade balances 
by main regions 


(Annual averages: $ billion) 


Trading partner 1970-1972 1973 1974-1976 
OPEC heey Tt tee ae —7.0 —11.1 —24.2 
МО Е 5 о ов оособ —2.8 —3.4 —9.8 
Чара eee ee re ee —1.2 —1.9 —4.1 
Southesne 859 5 в опросов 3:3 5.2 7.9 
Eastern Europe and the Soviet 
Wniontea. wo ee ene К 0.2 1.2 2.9 
Non-oil-developing countries. . . 0.9 —0.6 2.5 
Кешаш ево еее 1:7 РВ 55 
ToTAL —5.4 —8.3 —19.3 


Source: Table 3.4. 


а Машу Australia, New Zealand, South Africa, Israel and China, but including 
discrepancies arising from different recording by partner countries of bilateral 
flows in west European trade. 


Between 1970-1972 and 1974-1976, western Europe’s 
annual average deficit with OPEC rose by some $17 bil- 
lion. In addition, during this period the deficit with 
North America increased by $7 billion and that with 
Japan by about $3 billion. By contrast, western Europe’s 
surplus with southern Europe rose by $4.6 billion, and 
with the “remainder” (consisting mainly of the group 
Australia, New Zealand and South Africa, and China) 
by $3.8 billion. ; 


For eastern Europe and the Soviet Union, as well as 
for the non-oil-developing countries, the three-year 


average for 1974-1976 may be somewhat misleading, 
since a substantial part of western Europe’s higher 
surplus with both groupings occurred in 1975, when the 
recession in western Europe resulted in a cut-back in 
imports affecting these countries. 1975 may well have 
been an “‘off-trend” year. (This also applied, but to a 
smaller extent, to trade with OPEC.) 


A similar summary table for the principal commodity 
groups shows an increase between 1970-1972 and 
1974-1976 (annual averages) of $40 billion in western 
Europe’s oil deficit, of nearly $5 billion in the deficit of 
food, and of about $8 billion in the deficit on raw mate- 
rials. Offsetting a large part of this was an increase of 
about $40 billion in the surplus of manufactures, $25 bil- 
lion of which was attributable to machinery and transport 
equipment. 


Western Europe’s crude trade balances 
by main commodity groups 


(Annual averages: $ billion) 


Commodity group 


(SITC menibers) 1970-1972 1973 1974-1976 
Food, beverages and tobacco(0+1) —8.7 —12.5 —13.5 
Raw materials 24). 2s se = —9.5 —14.4 —18.3 
MineralifiuelsiG)/ ae eee ene ane —12.3 --19.6 —52.0 
G@hemicalsi(S) ages eee ee 3.3 6.3 10.4 
Machinery and transport equip- 
MEN C7 )ixe ack ko es come Me katara 16.9 24.9 42.0 
Other manufactures (6, 8 and 9) <. 4.8 7.0 1271 
ToTAL —5.4 —8.3 —19.3 


Source : Table 3.4. 
“Includes commodities and transactions not classified according to kind. 


Taking the areas with which western Europe’s deficit 
increased—OPEC, North America and Japan—table 3.4 
shows that in each case this was due to quite different 
causes. For OPEC, naturaily, it resulted entirely from 
the oil price rise, the oil deficit jumping $36 billion between 
1972 and 1974. The total deficit was subsequently reduced 
very considerably by the expansion of western Europe’s 
exports of manufactures to this group of countries. 


Three-quarters of the $7 billion rise in western Europe’s 
deficit with North America between the annual averages 
for 1970-1972 and 1974-1976 was attributable to food, 
beverages and tobacco ($2.3 billion) and to raw materials 
($3.0 billion), with only one-fifth due to manufactures 
(where annual balances have tended to swing erratically). 
By contrast, manufactures were responsible for the entire 
increase in western Europe’s deficit with Japan. This 
deficit in fact rose by $3.2 billion (of which $2.5 billion 
was in machinery and transport equipment), while there 
was a small improvement in the balance on non-manufac- 
tures. 


As regards the country groupings with which western 
Europe increased its trade surplus—southern Europe, 
eastern Europe and the Soviet Union, the non-oil- 
developing countries, and the “‘remainder”—these were 
all due to higher surpluses for manufactures. In each 
case, the balances for non-manufactures worsened, 
significantly so for trade with eastern Europe and the 
Soviet Union and with the non-oil-developing countries. 
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TABLE 3.4 


Western Europe: crude trade balances by main commodity and country groups 
($ million) 


Sg a ca al ec nn a 


Country Ежи 1970 

) 1971 1972 1973 1974 1975 1976 
Western Europe 0 sol ae ae. ct —30 2 66 138 —48 202 487 
pen да... —440 —456 —394 — 690 —867 — 535 — 680 
Ве 0 58 —10 231 128 — 564 —757 — 646 
5 EMP ое bakin) eee —-358 —279 —259 —291 —270 —402 —514 
(i oe eee —30 141 594 641 1 280 427 913 
б+8+9 —151 62 448 749 1360 —165 471 
ПО —950 —515 687 675 891 —1 231 309 
Southern Europe орел ИА —1 034 —1 003 —1 281 —-1 803 —1 569 —1 874 —2 128 
OMe el es eh ara —243 —279 —103 —176 —158 —49 —153 
ЗА sag ts: 26 47 29 —40 15 5 187 
а etre lke 741 828 1 095 1 598 2 337 2 156 2 475 
Ee Sy ea 2 562 2 963 3 514 4 814 5904 6 742 6 674 
6+8+9 826 770 545 762 1 706 1 274 238 
О oe 2877 8325 3 798 5 154 8 233 8 254 7 302 

Eastern Europe and the 
Soviet Union Ola PA ee ae —597 — 611 — 643 —733 —622 —742 —496 
; DAT re. a 5 —757 —746 —787 —1 140 —1 609 —1 374 —1 638 
За увели —1 034 —1 303 —1 346 —1916 —4 280 —5 408 —6 913 
ose a ee 374 412 575 806 1 677 1 758 1 660 
TO Re thee NS Oia 1 693 1 582 2 163 3 026 4 267 6 477 6 269 
6+8 +9 546 615 602 1185 2915 3899 2749 
О 224 —53 564 1229 2348 4 610 1 643 
North America OE a eee er —1 434 —1 455 —1 442 —2771 —3 151 —3 977 —4 142 
Diet AR Ge ВЫ —2 888 —2 767 —2 868 —4 007 —5 974 —5 401 —6 067 
Stes oy Rs —312 —309 —284 —160 — 338 —861 —704 
ое —953 —810 — 689 —874 —813 —990 —i116 
(Pe Sees as fae —349 504 1 375 1 331 384 —330 —997 
6+8+9 873 2 166 3 098 3 081 2 877 1211 942 
ЧЕ ee manera —5 061 —2 670 —811 —3 401 —7015 —10349 —12019 
Тарап а eres —47 —56 —22 151 183 227 217 
2-34 Лю Ae —10 —32 —21 43 —46 —107 —46 
Зам. ЩЕ 5. 4 5 2 3 40 —18 42 
Sates СУ 168 120 181 395 366 273 474 
Прист it —162 —489 —990 —1 761 —2 147 —2 843 —4 088 
6+8 +9 —490 —711 —925 —772 —1 014 —1 772 —2 005 
Total Wome ЕО —537 —1 161 —1 773 —1941 —2 618 —4240 —5 402 

Oil exporting developing 
countries < ОР —189 —43 56 73 386 994 920 
Е Geshe 3 —465 —416 —354 —-659 —693 —336 — 539 
ce ea os eee —8712 —11526 —12897 —18061 —46551 --41991 —47 433 
Ак 516 608 674 986 1627 2690 2161 
а ас 2 004 2 478 3 193 4 308 6 947 13 774 16 565 
6+8+4+9 1140 1 270 1 598 2 253 4 360 6 895 8 109 
otal Mew eos. —5 706 —7 629 --7 728 —11101  —33923 -—18574 —20206 

Non-oil exporting developing 

countries Oe Ae лк —3 759 —3 606 —4 200 —5 589 —5 672 —6 107 —8 207 
PESO Lot то Meee ee —3 269 —3 056 —3 571 —5 351 —7 336 —6 345 —6 952 
аи си —242 —305 —155 —173 —795 —1 196 —1 526 
ео ite Чего 1 476 1 608 1 927 2 702 4470 4 082 3 919 
Te eae 5 651 6 254 7 193 8 632 ЦИ 565) 14 646 15 160 
6+8+9 —91 628 214 —776 88 372 —2 682 
Potala Ay". she —236 1 523 1 408 —556 2 290 5 451 —250 
Кетатаег Ее 3! os —1319 —1 558 —1 803 —1 946 —1 470 —1 893 —1 884 
Para: Sones anne cea —:1 543 —1 406 —1 638 —2 369 —2 695 —2 310 —2 950 
lay WA en omen 308 373 392 577 1 360 1 226 1147 
Shree te aise es 624 632 635 946 1 348 973 1 332 
eres ea ile 2 705 2990 3 012 3 884 5.797 6 638 5 788 
6+8+9 184 730 336 528 888 2 102 1 452 
Motaleces Я 959 1 762 933 1 619 5 228 6 737 4 462 
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TABLE 3.4 (continued) 


Commodity group 


Country (SITC) 1970 
Total trade р cles —8 410 
А ее —9 616 
рН Г —9 905 
От 2 589 
Е near 14 076 
6+8+9 2836 
Total ea" eh: —8 430 


Source: United Nations Commodity Trade Statistics, Series D. 
а Members of OPEC. 


In trade with eastern Europe and the Soviet Union, this 
was due to oil, where the 4ейси rose from $1.2 billion 
to $5.5 billion, while in trade with the non-oil developing 
countries the deficit increased by $2.8 billion for food, 
beverages and tobacco, and by $3.6 billion for raw 
materials. 


Western Europe thus offset the greater part of the higher 
net cost of imports of food, beverages, raw materials, 
and in particular, of vil, by a greatly expanded net surplus 
on manufaciures with all areas except North America and 
Japan.*® 


48 Between 1970-1972 and 1974-1976 the unit value index of 
Europe’s manufactured goods exports rose by 72 per cent. (See 
United Nations Monthly Bulletin of Statistics, New York, June 1975 
and December 1977), impiying an increase of some 50 per cent in the 
total surplus in volume terms. 


————————А——,Ч:—А—АА—/:/,А—А/—/—«„—„А„А„/„/—/— 


1971 1972 1973 1974 1975 1976 
—8 309 —9270  —12489 —11984 —13184 ——15 267 
—9 159 —9737 —14353 —19383 —16460 —19033 

—13025 —14028 —19642 —5110 —48985 —55 835 

3118 4 139 6 267 10 747 9 944 10 397 
‚ 16 423 20 055 24 874 33 985 45 556 46 324 

5535 5.922 7026 — 13201 13 835 9 303 
—5 417 —2 917 —8317 —24534 —9294 —24112 


Western Europe’s crude trade balances 
in manufactures а 


(Annual averages : $ billion) 


Trading partner 1970-1972 1973 1974-1976 
Southern: Europe и. с. 4.6 Ih: 9.8 
Eastern Europe and the Soviet 
Union’. ед a eee 2.9 5.0 10.6 
Гого Атлегса о о 1.7 3.5 0.4 
Зара в —1.1 —2.1 —4.3 
ОРЕС о. 4.5 ee: 20.9 
Non-oil-exporting developing coun- 
ео. eee © 8.3 10.6 17.2 
Remainders, „еее ел 39 5.4 8.8 
ToTAL 24.8 37 63.4 


Source; Table 3.4. 
*SITC 5-9. 


4. PROSPECTS AND POLICIES 


The short-term prospects for economic development 
are discussed in the first part of this section on the basis 
of evidence from various so-called economic indicators. 
Some of these indicators have in the past displayed 
considerable predicting accuracy, particularly with regard 
to the timing of the cyclical turning points, which are 
rather difficult to catch by other methods. They presently 
indicate some cyclical improvement in the near future. 


The prospective growth rate is, however, considerably 
below the trend required to reduce substantially present 
high unemployment. Traditionally this would call for 
vigorous economic policy stimulation. As discussed in 
part two of this section, present policies seem to be 
stymied by the focusing on such intermediate targets as 
monetary aggregates, budget deficits and current account 
positions. The argument has also been put forward that 
there exists only a “narrow path” of expansion along 
which unemployment can be reduced and investment 
reactivated, while at the same time inflation can be con- 
tained. Caution is recommended on the ground that the 
“narrow path” might rise very slowly, at least to begin 
with. A recovery is thus seen as a long-term proposition. 

There are obvious difficulties involved in any precise 
delineation of an inflation-safe expansion path. As 
discussed in the third part of this section, it is not even 
certain that such a path exists. Its existence and profile 
must, anyway, depend on the kind of economic policies 
that are applied and the kind of international policy 
co-ordination that can be obtained. If general policies 
can be applied only along a slowly rising growth path 
that, furthermore, may come to an end before substantial 
improvements in the unemployment situation have taken 
place, then there would seem to be a case for trying 
alternative, or complementary, approaches. For example, 
fiscal policies might be used for direct stimulation of 
employment. In the investment field one of the reasons 
for government support of energy conservation is the 
relatively strong positive effects on employment. 


Part of the present stagnation of investment in many 
west European countries is due to the uncertainty con- 
cerning future profits and capacity utilizations related 
to import penetration from the rest of the world. It is 
pointed out in the final part of this section that even in 
the so-called “‘structurally weak” branches of industries 
there is scope for a two-way diversification and thus for 
large-scale production and increase of investments. The 
industrialized countries have a competitive advantage in 
the skill-intensive industries, a high growth rate of which 
is thus compatible with increasing employment. The 
exploitation of the potentialities of the so far rather 
limited trade between the industrialized market economies 
on the one hand, and the socialist countries and the 
developing countries on the other, requires, however, an 
environment of over-all economic growth. This trade can 
hardly act as a motor but it could give impetus to an 
expansion or, conversely, it could compound the diffi- 
culties of a general economic stagnation. 
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(i) Short-term prospects 


Regular information about the expectation of enterprises 
often supplies indications about the short-term economic 
outlook. Chart 4.1 shows production expectations 
during the years 1972-1977 aggregated and weighted for 
seven members of the European Economic Community. 
The diagram reveals very clearly the turn-around of the 
business cycle at the beginning of 1973, well before the 
“oil crises” that came later in the year. From the bottom 
of the curve, in the fourth quarter of 1974, there was a 
sharp rise that ended in the first quarter of 1976. However, 
the peak fell significantly short of the previous peak. A 
scanning of the behaviour of the curve during 1976 would 
have tempered the hopes held for some time that there 
would be a continued vigorous expansion in that year. 


The expectations curve tended to hover around zero 
towards the end of 1976. This prompted the prediction 
in the previous year’s Economic Survey of Europe of a 
continued sluggish performance of actual production 
which would mean a break with earlier rather clear-cut 
cyclical райегп$.° Actually, industrial production 
tended to flatten in the second half of 1976, a tendency 
which continued in 1977. The expectations curve still 
hovers around zero and on this evidence there is thus not 
much probalitity of an industrial upturn in 1978. 


The expectations curve is closely, and usually consis- 
tently, related to entrepreneurs’ evaluation of the adequacy 
of order books and inventory levels of finished goods. 
Expectations of production should tend to be dimmer the 
larger the inventories and the leaner the order books. 
Chart 4.2 depicts the movements of the aggregate order 
book and inventory evaluations in the EEC countries.™ 
These curves started to converge at the beginning of 1975, 
i.e. shortly after the production expectations started to 
improve. The convergence ended in the middle of 1976, 
i.e. shortly after the expectations curve started to go down. 
The order book curve and the inventory curve never 
intersected as they did during 1973, at that time indicating 
a period of excess demand. (The shaded area in chart 4.2.) 


49 The countries are: The Federal Republic of Germany, France, 
Italy, the Netherlands, Belgium, Denmark and (from 1976) the 
United Kingdom. For each month a figure is plotted for the 
weighted difference between enterprises expecting an increase in 
production over those expecting a decline in production. (Replies 
indicating no change are disregarded.) The more positive (negative) 
the figures are, the more predominant the optimistic (pessimistic) 
views. 

Source: EEC, Graphs and Notes on the Economic Situation in the 
Community, Brussels, monthly issues. 

50 Economic Survey of Europe in 1976, part I, p. 40. 

51 А negative number for the order stock series indicates that a 
majority of enterprises (weighted by their size) consider the orders 
at hand to be too small. A positive number for inventory series 
indicates that a majority of enterprises consider their stocks of 
finished goods to be too large. A coincidence of a negative and 
falling order-book curve and a positive and rising inventory curve 
indicates that current demand for goods is increasingly insufficient 
in relation to current industrial output. (The United Kingdom is 
not included in these series.) 
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CHART 4.1 


Expectations of production 
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Total order books and stocks of finished goods 
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Source: As for chart 4.2. 
Note: The curve represents the difference between the two curves in chart 4.2. For further explanation, see text. 


1968 1969 1970 


In 1976 the position was well below such an inflationary 
danger point. It may be noted that the order book curve 
at its peak in 1976 was far from the (positive) level 
reached in 1973. The peak in 1973, in its turn, was far 
below the previous peak in 1969.52? The trough in 1975 is 
the lowest ever reached. There has thus been a trend-wise 
deterioration in the order book situation, indicating a 
long-term easing of demand pressures and a correspond- 
ing weakening of the incentives for expanding productive 
capacity. (Capacity utilization indices are notoriously 
difficult to evaluate in this respect.) One would not 
expect any vigorous recovery in investment activity until 
the order book curve has reached a position in the 
neighbourhood of the level attained in 1973. 

In 1977, both the inventory curve and the order book 
curve deteriorated slightly, with a faint tendency to 
improve towards the end of the year. The development of 
the inventory curve indicates that enterprises have 
become very careful not to accumulate stocks to the 
abnormally high level rapidly reached at the beginning of 
1975 (which then took such a relatively long time to 


52 The peak figures were +33 in July 1969, +14 in June 1973, and 
—22 in May 1976. 
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normalize). It is therefore doubtful if swings in inventories 
of finished goods in the near future will play such an 
important role in the business cycle mechanism as they 
have in the past, thereby also diminishing the risk of a 
rapid inflationary reaction to expansionary impulses 
generated elsewhere in the system. The order book curve 
displays a similar unusual flattening, hovering at a level 
above the trough of 1975 but well below the troughs of 
earlier cycles. 

The information on enterprises’ evaluation of their 
order book and inventory positions has been combined 
in chart 4.3, which depicts the movement of the difference 
between the two curves shown in chart 4.2. (The order 
book position is given a positive and the inventory 
position a negative sign. The data are smoothed by three 
months moving averages.) The amalgamation of the two 
curves magnifies the cyclical characteristics shown by 
each separately. 

The diagram brings out clearly the short duration and 
lack of intensity of ‘excess demand” in 1973 compared 
with the preceding mid-1968 to mid-1970 boom. This 
comparison suggests the hypothesis that general demand 
pressures played a relatively minor role in the inflationary 
process that occurred before the increase in oil prices. 
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There appears a clear “тниреаК” at the beginning of 
1976, followed by a downward movement during 1977. 
The turnaround at the end of 1977 may indicate a new 
upward movement. A more eye-catching feature of the 
diagram is the downward trend in the cyclical maxima. 
A further observation is that the trough apparently 
reached at the end of 1977 is as low as the corresponding 
levels of the curve in the middle of 1967 and at the end 
of 1971. On this evidence, there is considerable scope for 
increasing demand before any “normalization” takes 
place. Naturally, there are many other factors to consider 
in economic policy making. The series concerns a rela- 
tively limited, although most volatile segment of the 
economy. It reveals nothing about possible changes in 
the inflationary mechanisms reacting to changes in demand 
pressures. (Neither does the widely used indicator of 
monetary aggregates.) The sensitivity, regularity, rather 
clear-cut interpretation and rapid availability of the 
indicator discussed here suggests, however, that it pro- 
vides very useful information for economic policy making. 


It is of particular interest to assess the direction of 
economic development in the Federal Republic of Germany 
since it is of such importance for the smaller west Euro- 
pean countries which are restrained by large current 
account deficits and thereby limited in their scope for 
expansionary policies. On the evidence of survey infor- 
mation there seems to have been some improvement 
towards the end of 1977. Thus the series for the so-called 
“business climate’ (Geschdftsklima) in manufacturing, 
which had been going down since July 1976, stopped 
falling in April 1977, was running flat until August and 
then moved upwards towards the end of the year, although 
hesitantly. Particularly encouraging is the behaviour of 
the “business climate” indicator for the building industry, 
which has been a chronically depressed area of the 
Federal Republic of Germany’s economy in recent years. 
The index reached a low point in March 1975 and then 
climbed slowly until July 1976; over the next half year it 
fell back to the low level of 1975. During 1977, however, 
it was on a rising trend, surpassing the 1976 peak in 
November. If this tendency holds, an important condi- 
tion will have been met for a sustained economic recovery 
in the Federal Republic of Germany. 


Survey evidence from the Commission of the European 
Communities is available also for consumer confidence. 
This index reached a low point at the end of 1974. There 
was then a surge in confidence until May 1976, followed 
by a setback and then by a “‘minipeak”’ at the beginning 
of 1977. The consumer confidence indicator displayed, 
however, a large improvement in October 1977, which 
carried the index significantly above the previous peak, 
registered in May 1977.33 


The factors behind the improved confidence as revealed 
by the survey are clearly related to improvements in 
expectations concerning unemployment and prices. In 
October 1977, the future development of unemployment 
was viewed, on balance, as more favourable than four 
months earlier in the Federal Republic of Germany, 
France, Ireland and the United Kingdom. In these 
countries, the prospects for a dampening of inflation also 
improved considerably. Consequently, in these same 


53 The EEC consumer survey takes place three times yearly. It is 
compiled by taking the average of the weighted balances of answers 
to questions about the general economic situation in the past and 
in the future, about the past and future financial situation of house- 
holds and about the appropriate time to make purchases. 


countries, households viewed their future financial 
position more optimistically than before. In Italy there 
was not much of a change with regard either to future 
unemployment, price increases or financial position. In 
Denmark, the Netherlands and Belgium, the outlook for 
unemployment, as well as financial conditions, was 
gloomier. Behind the movement of (weighted) consumer 
confidence thus lie different changes in outlook as between 
households in various countries. The upward movement 
of the aggregate index reflects the more optimistic outlook 
in the larger countries: United Kingdom, Federal Republic 
of Germany and France. 


Consumer confidence displays much the same profile as 
the expectations of enterprises pictured in chart 4.1. But 
the consumer confidence index shows a definite upward 
trend during the past few years and a more decisive 
improvement towards the end of 1977. The two indices 
might, naturally, be influenced to some extent by the 
same (psychological) factors. The trend in the consumer 
index is, nevertheless, encouraging since any sustained 
expansion in production in the near future would probably 
have to come from private consumption. 


The short-term indicators discussed above, indicate 
that there may be a modest improvement in the rate of 
increase of demand in the private sector in several west 
European countries. This development might suffice to 
change the 1977 tendencies towards a flattening production 
curve and a deterioration in the unemployment situation. 
By and large, however, there is at present no apparent 
strong undercurrent of a private sector generated accel- 
eration of growth. 


In the United States, sentiments at present seem to be 
in the opposite direction to those indicated above by the 
EEC Surveys. Thus according to the Survey of the 
University of Michigan, consumer confidence declined 
in the fourth quarter of 1977 to its lowest level for almost 
two years. Its index of consumer sentiment fell from 87.6 
in the third quarter to 83.1 in the fourth (February 
1966 = 100). The decline was attributed to less favour- 
able expectations about personal finances and general 
business conditions over the next twelve months. In 
addition, entrepreneurs have become less confident about 
the prospects for industry. According to a business survey 
conducted by the Conference Board, the over-all measure 
of business confidence fell to a level of 52 in the fourth 
quarter, from 59 in the third and 71 in the second. On 
the other hand, the United States Government composite 
index of indicators increased very substantially in De- 
cember 1977, which was the sixth consecutive monthly 
increase. It is hard to reconcile these contrasting move- 
ments of short-term indicators. One might interpret 
them as pointing towards continued strong growth 
during the first half of 1978. Before then some policy 
measures might be needed to boost the confidence of 
households and enterprises. 


(ii) Present policies 


With very few exceptions, unemployment is now at 
about the same level or above the peaks experienced 
during any previous recession in the past twenty years. 
There has not been any change for the better during the 
past three years (see section 1 (ii) of this chapter). Capac- 
ity utilization in industrialized west European countries 
appears to have edged up somewhat on balance, while in 
the United States a 2 per cent increase was reported for 


the first three quarters of 1977 over 1976. Over-all there 
seems to be considerable room for expansion. In spite 
of the under-utilization of resources, economic policies 
are generally cautious because of the continued concern 
over inflation and, in some countries, of the external 
balance. 


Monetary policy was restrained in 1977. Countries 
which announced money stock targets placed these 
below the expected development of nominal GNP in 
order to slow down the inflation rate. Such a self- 
imposed restraint through an intermediate target has the 
effect of limiting the scope for independent management 
of exchange rates and rates of interest. Upward pressures 
on exchange rates will not be resisted because of an 
overriding concern with the rate of increase of the money 
stock.* The scope for intervention in the foreign 
exchange market will be limited to smoothing erratic 
fluctuations without endangering the target of price 
stability through excessive creation of new money. 
Conflicts of stated policy aims, such as a desire to retain 
competitiveness, can, however, arise for countries in 
strong currency positions (such as Switzerland and the 
Federal Republic of Germany). The dilemma is obvious 
for a country (like the United Kingdom) trying to 
improve its external balance and for which a ceiling on 
the rate of increase of money stock is part of a stabiliza- 
tion programme. The development of the money stock 
then tends to become an “expectation variable’’ which is 
watched as a proof of the success of an over-all policy— 
thus even erratic movements may have to be counteracted. 
For countries which are depreciating in this random 
process of realignments, the imposed depreciation can 
appear as a rather costly and arbitrary way of enforcing 
real income and demand differentials aiming at an 
improvement in the international current account pattern. 


The difficulties in achieving policy objectives are 
enhanced by the limitation on the scope for interest rate 
management set by imposed money stock targets. Thus 
interest rates do not always move in the direction indicated 
by cyclical considerations. Although there has been a 
downward movement in interest rates, particularly in 
countries where the previous levels have been very high, 
real interest rates have hardly been falling as inflation 
rates have also been coming down. In the United States, 
on the other hand, short-term interest rates have been 
increasing gradually, thus opening up a gap in relation, 
for instance, to the Federal Republic of Germany and 
Japan. Such gaps formerly induced significant capital 
movements, but recent experiences have been that 
expectations concerning the directions of future current 
balances (and thereby exchange rate changes) are more 
important factors behind international capital movements. 
The trade-off between capital movements and interest 
differentials has become that much worse, bringing 
increasing difficulties for countries in vulnerable current 
account positions, which, nevertheless, would like to 
avoid monetary restrictions in view of a depressed domestic 
economy. 


When floating was introduced, changes in exchange rates 
were thought of as a means of achieving external equi- 
librium, whilst interest rates could be assigned to domestic 


54 [4 is interesting to note that this strategy is directly opposed to 
that of the gold standard régime under which the money stock was 
allowed to change with changes in exchange reserves at stable 
exchange rates. 
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policies. But as monetary policies, for various reasons, 
have focused on the management of monetary aggregates, 
both exchange rates and interest rates have tended to 
become incidental. It is hard enough for a single country 
to reconcile the development of these variables with the 
requirements of the domestic economy for growth and 
unemployment. At the international level there is hardly 
any co-ordination of nationally set targets for monetary 
management. The probability therefore seems to be 
small that the incidentally emerging exchange rates and 
differential interest rates represent a pattern that is 
optimal from the point of view of the required adjustment 
process between countries. One might therefore expect 
growing international disagreements about such develop- 
ments. 


The realignment of exchange rates that has occurred 
may very well have gone in the right direction as far as 
the international adjustment process is concerned. But 
the question is, might not a managed differential demand 
policy have been superior in this respect. With regard to 
monetary policy this question, however, is academic to 
the extent that this policy has become inoperative as a 
tool for demand management. Because of abnormally 
low profits and capacity utilizations, investments may not 
respond to normal monetary stimuli. Nevertheless, 
monetary conditions are important in setting the stage 
for effective fiscal policies. 


Fiscal policies in 1977 were generally neutral or exerted 
a slightly contractionary impact. (Canada and some 
smalier countries seem to have been exceptions.) In 
some countries, the outcome was affected by a shortfall 
of actual, in relation to planned, government expenditures 
(Federal Republic of Germany, United Kingdom and 
United States). So far there seems to have been only a 
slight shift towards more expansive policies. In the 
absence of evidence of a significant demand pull from 
the private sector, there appears to be a need for a decisive 
fiscal stimulus in order to get western Europe on a firm 
road to recovery. An unquantifiable restriction in this 
context is that budget deficits, as well as money stock 
movements, are watched as indicators of future current 
account developments. The “credibility gaps” which 
thus recurrently open up for countries in weak currency 
positions may limit their scope for expansionary fiscal 
policies more severely than the actual relationship between 
a budget and a current account deficit would actually 
warrant. It has, anyway, become increasingly difficult 
for such countries to be in the vanguard of reflating 
economies. This does not mean that strong countries 
should necessarily act as demand pull “locomotives”’. 
Initially there would have to be a differential demand 
management, but mainly because the lead of the strong 
countries would change the adverse expectations of a 
worsening of the current accounts of the weak countries. 
This would then allow the latter also to pursue expan- 
sionary policies. 


Public expenditures have traditionally been used to 
boost total demand. But there is at present a universal 
reluctance to expand the public sector. The main thrust 
of an expansionary economic policy therefore has to 
come from private consumption, through tax reductions. 
Such reductions can also be seen as a means of containing 
wage increases and, thereby, cost-push inflation.® 

55 This matter was discussed in the Economic Survey of Europe in 
1976, part I, page 47. 
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There is one major factor that could decisively relax 
the restriction on expansionary policies related to budget 
deficit and money stock guidelines, namely a clear 
movement towards “acceptable” rates of price increases. 
Recently there have been considerable improvements 
in this respect. During 1977, the inflation rates have 
slowed down in Italy and in the United Kingdom. In 
the Federal Republic of Germany, the present rate of 
increase of consumer prices is well below the average 
during the 10-year period 1964/55-1974/75. In the United 
States, the rate of price increase has been stabilized for 
some time at about one percentage unit above the previous 
trend. In Switzerland, consumer prices have practically 
ceased to increase. The prospects are that the rates 
prevailing at the end of 1977 will be maintained during 
1978, with a tendency to decline rather than rise again. 
There is also a continued convergence of inflation rates 
as between countries (see section 2 of this chapter). 


The encouraging slowing down of inflation or stabiliza- 
tion at relatively low rates would tend to shift the em- 
phasis of economic policies from restrictive anti-inflation- 
ary to more expansive growth orientated, particularly 
in view of the probability that unemployment may 
increase during the course of 1978 in severa! countries. 
However, there has hardly been any relaxation of the 
constraint imposed on economic policies in several 
countries by weak external positions. 


The combined current account surplus of the oil 
exporters probably decreased somewhat in 1977. И 
would have been considerably higher if the industrialized 
countries had been anywhere near to potential output. 
There has been an improvement in the dispersion of 
current accounts in that Italy and the United Kingdom 
have moved towards a more balanced position. The Fed- 
eral Republic of Germany and Switzerland have, on the 
other hand, in spite of some reduction, retained significant 
surpluses. Likewise, several small north and west Euro- 
pean countries, as well as the countries of southern 
Europe, have stayed in, or worsened, their deficits. A 
new development is that the United States has moved 
from a balanced position in 1976 to a heavy deficit in 1977. 


It can be said that, for the United States, such a deficit, 


will be less of a burden and less of a policy restriction 
than if it was shared out among other countries. On the 
other hand a continuing pressure on the dollar may 
induce disturbing capital movements and uncertainties 
in the foreign exchange markets and also uncertainty 
about future oil prices. Such a development could be 
dangerous in view of the fact that international capital 
markets might have become increasingly vulnerable to 
disturbing factors. Thus some non-oil developing coun- 
tries have been continuously pushed into deeper debt 
positions. The amounts involved may by themselves not 
appear staggering compared with the totals handled by 
international credit markets, but their concentration on 
a limited number of lenders has increased the exposure 
of an increasingly frail structure of international banking. 
At present there is a high degree of liquidity in the 
international monetary system. This development also 
generates risks of a confidence crisis and an eventual 
collapse of the Euro-currency market which has expanded 
very fast recently. The asset-structure in this market 
has tended towards longer maturities as the situation has 
developed into a borrowers’ market, characterized also 
by the shrinking rate of interest margins and a volatile 
liability structure. Such a market could be punctured by 


a couple of defaults or moratoria which could start a 
general withdrawal of deposit funds. 


(iii) The road to recovery 


It might be useful to view the problem of an adjust- 
ment process in terms of the required aggregate budget 
deficit of the west European countries and its proper 
sharing between individual nations.’ Such a point of 
departure would seem to be closer to the heart of interna- 
tional policy co-operation than the present focusing on 
the ‘‘oil deficit’? and its distribution between countries. 
The pattern of deficits and surpluses on current account 
could be looked upon as incidental, at least in the first 
phase of a revival. A common support for agreed 
development patterns could prevent or minimize specul- 
ative capital movements as the current account changes 
would be accepted as part of a general recovery process. 
As this process got under way, initial budget deficits would 
presumably change into “full employment’ budget 
surpluses for several countries. The viability of the 
related “‘full employment”’ deficits or surpluses on current 
account should by themselves be of greater interest than 
the features of the present configuration. 

There are several factors that wouid account for differ- 
ences between the present and a future “Га employment” 
pattern of current accounts. The present pattern is in 
itself transitory in the sense that it will be affected by 
recent changes in exchanges rates, prices and costs. For 
this reason there would, for example, be an improvement 
in the trade balance of the United States but a deterio- 
ration for Japan and the Federal Republic of Germany. 
A process towards an equalization of cyclical positions 
would also tend to reduce the external disequilibria of 
these three countries. The outcome, however, would 
depend a lot on the economic policies pursued by indivi- 
dual countries with regard to public sector expenditures, 
tax measures, investment promotion, etc. As indicated 
above, there seem to be arguments in favour of a rather 
strong stimulation of demand. An additional question, 
however, is to what extent traditional general demand 
policies suffice or are adequate to achieve reasonable 
targets with regard to resource utilization. 


According to a recently proposed strategy, a recovery 
policy should aim at a “narrow раб” of economic 
expansion that would gradually lead to fuller capacity 
utilization. Within this “narrow path” the rate of 
expansion should be sufficient to encourage a recovery 
of investment, but not so strong as to rekindle inflation. 
Because of a legacy of unfavourable expectations con- 
cerning both growth and inflation, the need would be for 
a policy of cautious activism. The strategy involves some 
faith in the art of ‘‘fine tuning” and would make use of 
announced targets for the growth of monetary aggregates 
and budget performance. It is conceded, however, that 
under unfavourable circumstances, a policy based on a 
broad macro-economic approach may still result in a 
situation where both unemployment and inflation remain 
at unacceptably high levels. There may then be no 
alternative to a more detailed intervention in the process 
of price and income determination.** 


It might well be, however, that even if circumstances 
are favourable, the ‘‘narrow path” may not exist, at least 


58 Towards full employment and price stability. Summary of a 
ce a the OECD by a group of independent experts, June 1977, 
page 28. 
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not all the way to full recovery. Macro-economic expan- 
sion is certainly required to initiate a movement towards a 
fuller resource utilization. But it is questionable how far 
such an approach can be followed before irresistable 
inflationary pressures build up from the cost side. The 
“narrow path” approach relies on the lesson that is 
assumed to have been learned in recent years by those 
responsible for price-setting and wage-bargaining, namely 
that inflationary behaviour inevitably leads to loss of 
sales and loss of jobs.*’ It is not certain, however, that 
this is the conclusion that has been drawn from recent 
experience. 


Those groups which really matter in wage-bargaining 
are well entrenched and organized and provided with 
adequate safety nets in case of redundancy. They are 
often essential for vital parts of the production process 
and may well have learned how to protect themselves 
against inflation as well as against unemployment. The 
bulk of the growing cadres of chronically unemployed 
are notoriously weak and badly organized: the aged, the 
young people and women just entering the labour force. 
They do not even have the power to negotiate the lower 
wages and salaries that would make them look attractive 
prospects for employment.*® 


The reaction of the price-setting enterprises with 
regard to recent inflationary development is also ambigu- 
ous. Rapid increases of wages and raw-material prices 
appear to have lowered break-even points of capacity 
utilization by raising the ratio of variable to fixed costs. 
Although capacity utilization rates have also come down, 
they may still be higher than the new break-even points. 
Thus the downward flexibility of prices in capital intensive 
industries that accompanied earlier recessions may have 
been diminished. Furthermore, demand elasticities for 
many products may be so low that price fixing and market 
sharing is very attractive. Large enterprises are able to 
maintain or increase prices in the face of shrinking sales. 
Thus in the goods as well as in the labour market the 
strong and well-organized are the price leaders, and they 
might well block the “narrow path” for general demand 
policies. A prolonged process of squeezing and keeping 
out the weak and unorganized groups will not change the 
mechanisms of the inflationary process. On the other 
hand, it would not appear particularly inflationary to 
engage these groups in the production process. But for 
this purpose one has to rely on selective policies. 


An increasingly recognized method of dealing with the 
problem of reducing unemployment without creating 
inflationary pressures consists in employment subsidies. 
Under such a scheme, employers get a government 
subsidy per newly employed, formerly unemployed 
person. The subsidy should in principle be scheduled in 
such a way that it would be worthwhile for the employers 
to maintain or enlarge marginal production thanks to the 
lowering of marginal costs. Thus their profit expectations 
and the whole business climate might be improved. 


57 Summary Report, op. cit., page 27. 

58 Cf, here the arguments for widening wage differentials as a 
means of increasing employment and improving its distribution, 
Economic Survey of Europe in 1976, p. 46. 

59 See e.g. Outlook for employment in the European Community to 
1980 (a report on the first phase of a Group of Independent Experts), 
Commission of the European Communities, Brussels, July 1976. A 
technical treatment focusing on factor-substitution effect is found 
in Tax credit for employment rather than investment, by Kesselman, 
Williamson and Berndt; The American Economic Review, June 1977. 


Applied across the board, such a policy is as general as 
for instance, exchange rate changes or a reduction in 
wage taxes. Like the latter, but in contrast to depreciation, 
an employment subsidy has the advantage of lowering 
costs and thus tends to lower prices. It differs from a 
reduction in a wage tax in that in principle it is marginal 
and directly linked to an increase in employment. To that 
extent it should have a much greater employment effect 
per unit of net expenditure. Compared with government 
expenditures on public works it would have the advantage 
of retaining employment in the private sector. 


The employment subsidy would tend to make produc- 
tion more labour intensive and thus act as a corrective 
factor to the supports given to capital formation such 
as subsidies to fixed investment and stockpiling, easy- 
term government lending, etc. It can be earmarked for 
particularly needy groups. According to circumstances, 
it can be used to retain employment, eligibility being 
limited, e.g. to the last decile; and it can be limited with 
regard to the absolute number of workers eligible, which 
would make the system particularly designed for small 
and medium-sized firms. An employment subsidy 
scheme could be combined with retraining schemes and 
measures for increasing labour mobility to prevent 
rigidities in employment structures. 


It has been argued that measures like employment 
subsidies would be an appropriate way of alleviating 
heavy unemployment only in cases where inflation and/or 
the external situation act as constraints on general expan- 
sionary action. This would imply that such measures 
should be limited in scope since if the situation permitted 
a major increase in demand it would usually be more 
appropriate for this to be brought about by general 
expansionary асНоп.‘° One might, however, argue to the 
contrary to the extent that, as discussed above, the 
“narrow path” approach might not be a viable strategy. 
Because of cost and prices reactions of the market 
mechanisms for labour and goods, general expansionary 
policies might well have to stop long before the end of the 
“narrow path” is reached. In that case the employment 
subsidies would thus also have a role to play when full 
capacity utilization is approached. Altogether they 
would have to be undertaken to a much greater extent 
than at present, simply because in percentage terms the 
“thard core’ unemployment is so large and is increasing. 
Present total labour market programmes in most countries 
amount to less than 1 per cent of GNP, although in 
Sweden and Norway they are in the 2-3 per cent range. 
But even these levels might be far from adequate.™ 


The employment subsidy scheme has selectively and 
to a limited extent been used in some countries. In the 
United States, emphasis has been placed on the impor- 
tance of letting the unemployed utilize the already 
existing equipment, for example, in hospitals and schools 
(“Public Service Employment”). In May 1977, Congress 
adopted a “Job Tax Credit” extending a tax allowance 
equivalent to roughly 20 per cent of wage cost per year for 
workers taken on in 1977 and 1978 above an increase of 
2 рег cent. (Maximum $100,000 per year and firm.) @ 


80 Summary Report, OECD, op. cit., p. 36. 

61 Бог an extensive discussion of this subject, cf. Attainment and 
maintenance of full employment by G6sta Rehn (Symposium on the 
European Social Charter and Social Policy Today, Strasbourg, 
December 1977). 

62 Tax information on jobs tax credit, Department of the Treasury, 
Internal Revenue Service, 1977 (Publication 902). 
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Straightforward grants for a net increase of the number 
of man-years during a period of three years have been 
given to combat unemployment in the northern regions 
of Sweden (since 1970) and Finland (since 1975). In 
Sweden the scheme is estimated to have contributed to a 
30 per cent increase of industrial employment in the area. 
A Temporary Employment Subsidy (TES) was introduced 
in the United Kingdom in August 1975 in order to defer 
redundancies. The net gain of employment is estimated 
to have been considerable (some 133,000 persons) at 
probably very little net cost to the public sector. It has 
proved quick-acting and cheap to administer. Also in 
France various employment subsidies have been intro- 
duced, the most important of which concerns the hiring 
of young people, in which case employers are exempted 
from all social charges for one year.® 


Efforts have to be directed not only to a fuller and better 
use of the labour force, but also to improvements and 
extensions of capital stocks. At present, most of the 
anyway weak investments s2em to be for rationalizations 
in order to achieve cost reductions. No significant surge 
in capacity creating invesiments will appear until based 
on expectations of a sustained rapid rate of growth of 
demand and of related levels of at least “погта[” profits. 
In branches of industry with large unused capacities, it 
will probably be a considerable time before such a 
development takes place. Thus expansionary policies 
may either be impotent or take the form of support for 
obsolete production structures. 


There is, however, one particular line of investment 
that would seem to be an obvious target for investment 
promotion, namely investment in the field of energy. It 
is a logical target area since investments for production 
and saving of energy would tend to offset the deflationary 
effects of the OPEC surplus. Such investment would 
reduce the risks of future bottlenecks and tend to relieve 
pressures on current accounts. At present, however, 
investments in the energy field are hampered by the 
sluggishness of economic development. The overcapac- 
ity in such energy consuming industries as iron, steel, 
paper and pulp tends to preserve techniques which are 
obsolete from the point of view of the changes that have 
occurred in relative energy prices. This will hold back 
improvements in energy productivity. Government energy 
programmes are to a large extent directed towards nuclear 
energy which will result in increased capacities for the 
most part only in the second half of the 1980s. Nuclear 
programmes, furthermore, are held back in several 
countries for various reasons. Investments in renewable 
erergy sources are also long-term propositions. They have, 
however, environmental advantages and their construc- 
tion is labour intensive. The apparatus (especially for 
solar heating) could be expected to last into the era when 
energy costs are expected to rise again as a result of grow- 
ing shortages. But in the short run, an improvement in 
energy productivity will mainly have to take the form 
of conservation programmes for reducing costs and for 
elimination of energy waste. 

Investments in energy conservation would seem to 
have several competitive advantages. They can be 
implemented rapidly and produce rapid results. They are 
labour intensive and would represent an ideal area for 


83 A detailed account of the principles and practices of a labour 
market policy for full employment without inflation is given in 
Recommendations of the OECD Council on a general employment 
and manpower policy, March 1976. 


the retraining schemes that, as indicated above, should be 
a complement to the employment subsidy scheme. They 
also generally yield high energy saving per unit cost of 
investment. 

The scope for refitting is almost endless with regard to 
the large stock of buildings which could be improved. 
New buildings occupy a special position in energy 
conservation because of their long life. The main problem 
area for insulation involves, however, the whole existing 
building stock. Such improvements of the capital stock 
have considerable private and social rates of return. In 
fact, a number of studies have shown that the rate of 
return on investments to conserve energy is higher than 
the return on an equivalent investment to increase the 
supply of energy. Furthermore, emphasis on energy 
conservation at the expense of increases in energy supply 
would tend to lead to an improvement in the environ- 
ment. It would appear then that there is presently an 
opportunity for governments to re-evaluate the potential 
for the use of selected renewable energy sources as well 
as for increasing the level of energy conservation invest- 
ments. 

There is thus a good case for fiscal stimuli for energy 
conservation purposes. These should not be viewed as 
ordinary transfers but as investments which yield external 
economies for the economy as a whole and which—as for 
the employment subsidy—might be offset by a reduction 
in transfer payments elsewhere. 


Besides fiscal stimuli the financing of energy conser- 
vation investments would also require the mobilization 
of private funds. These investments are front-loaded in 
the sense that they are relatively costly and have a long 
pay-off period. This problem could be overcome by 
various financing devices. Building societies could 
furthermore consider withholding loans on properties 
with substandard insuiation and might make loans 
available for domestic conservation measures. Financing 
is probably an obstacle also in the area of private energy 
production as enterprises are reluctant to commit them- 
selves to large investments with a slow pay-off and large 
uncertainties about future prices. Such hesitancy might 
be overcome by the issuing of stock linked by index to 
future energy prices. Besides the protection given to 
borrowers such placements might attract new categories 
of savers. 


(iv) Trade and investments 


The present worldwide stagnation can, in Keynesian 
terminology, be described as a surplus of savings in a few 
west European countries, in the OPEC countries and in 
Japan that does not find an adequate outlet in investment 
opportunities. The lack of faith in investment opportuni- 
ties in western Europe is, in an illustrative way, reflected 
in the discussion in the Netherlands, the United Kingdom 
and Norway about the tempo at which their energy 
resources should be exploited and the revenues accruing 
to Government should be distributed—the option of 
placements abroad has been given considerable weight in 
this context. In North America, on the other hand, 
there seems to be more confidence in the long-run 
opportunities for a vigorous investment expansion. A 
sustainable pattern of capital plans and debt accumulation 
would require that surplus funds move into countries 
where the expected rate of return is relatively high and 
domestic savings correspondingly insufficient. From this 
point of view the main features of the present distribution 
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of capital flows among the industrialized countries might 
thus prevail in a longer perspective. 


The general weakening of investment, especially in 
manufacturing, can be traced back to the mid-1960s in 
most west European countries. More recently, in some 
branches the pessimism about investment opportunities 
has been caused by low capacity utilization and declining 
profits related to market penetration from the rest of the 
world. Domestic firms faced with import competition 
will have to lower prices, and thus their profits, to maintain 
their market shares and discourage further imports. A 
negative relationship seems to exist between profits in an 
industry and the degree of import competition. 


Generally speaking, the industrialized countries’ com- 
petitive advantage has in the past been positively associ- 
ated with capital intensity—capital meaning not only 
physical capital but especially human capital (intensity of 
skills and of R and D). Increasing import competition for 
over two decades has thus been experienced in industries 
with low capital intensity: textiles, clothing, shoes and 
leather goods. This competition is expected to continue 
and probably intensify. Rationalization investment will 
dominate and specialization proceed towards high value 
added products.“ But even if rationalization is carried 
to the limit there will (at reasonable exchange rates) be 
an increasing number of enterprises in these branches 
which will not be profitable even at full capacity. 


Another group which has lately been exposed to 
_greater import competition consists of industries which 
are either relatively physical capital intensive (steel, ships, 
etc.) or which, in spite of being human capital intensive 
on average, nevertheless contain a large proportion of 
unskilled labour intensive activities (for example, elec- 
tronics). The challenge comes from countries of eastern 
Europe, Japan, and from relatively advanced developing 
countries such as Brazil, South Korea and India. Many 
of the exports of these countries have been made possible 
by low labour costs in conjunction with plants and know- 
how recently purchased from the industrialized countries. 
In the industrialized countries this penetration has 
diminished the scope for profits derived from large-scale 
production and from the protection of relatively sheltered 
markets. In these industries, future investments will also 
be for rationalization rather than for the expansion of 
output, although some production lines in certain branches 
will certainly expand because of product sophistication 
and differentiation, quality, etc. But the problems of a 
few large industries which have added significantly to 
growth in the past decade must give rise to uncertainties 
about investment prospects. 

Finally, there are also some industry branches which 
are both human and physical capital intensive, such as 
petroleum refining and chemicals, which have realized 
very fast rates of growth and undertaken large investments, 
but which are now troubled by over-capacity and increased 
competition. Many oil-producing countries have decided 
to integrate downstream and have ordered large refinery 
capacity, a good deal of the output being intended for 
export. Increasing competition can also be expected from 
the centrally planned economies which have ordered 
large plant capacity in the West for the production of 
various types of chemicals. The impact on world markets, 
however, is difficult to judge as it depends on how sales 
are divided between domestic markets and exports. 


4 Structure and Change in European Industry, ECE, United 
Nations, New York, 1977, Part I, ch. 2. 


The development described above can be seen as a 
normal element in a process of long-term equilibration 
of world trade. Trade losses for certain branches of 
industry in developed market economies have been offset 
by gains in others. Textiles and clothing have been the 
most conspicuous and long-lasting example of import 
penetration. But the losses incurred in this industry are 
nevertheless rather minor compared with the gains made 
In engineering products. This is shown by the following 
table for trade balances between non-oil-exporting coun- 
tries on the one hand, the United States and the European 
Economic Community on the other. 


Trade balance of non-oil-exporting developing countries 
(Billion dollars) 


In engineering products In textiles and clothing 


With the With the 
With EEC United States With EEC United States 
1963858. с —3.67 —2.33 —0.14 0.16 
Е и —8.30 —4.19 0.98 1.58 
1975 .... 1410 —8.76 1.98 1.89 
1412 —7.85 2.81 2.93 


Source; International Trade 1976/77, GATT, Geneva, 1977. 
Extract from table 6, page 17. 


The adjustment process works well as long as world 
production and world trade expand satisfactorily. 
Problems appear when, as at present, there is a slowing 
down or stagnation of the world economy. As indicated 
by the table, the growing net surpluses on the engineering 
trade balance of the EEC and the United States slowed 
down in 1976, whereas the deficits on the textile balance 
continued to increase. 


It is sometimes argued that there is a long-term problem 
involved in the notion that the industrialized countries 
should have to proceed towards continuously more 
capital intensive products in order to exploit their com- 
parative advantages. Such a development would imply 
increasing difficulties in achieving and maintaining full 
employment. In principle, there are several options in- 
dealing with this dilemma. One, obviously, is to achieve 
such high rates of growth that even high productivity in- 
creases would allow an absorption of the increases in 
labour force expected over the next decade. The obstacles 
to such an expansion path are several and well known: 
high energy consumption, inflationary pressures, dramatic 
shifts in the deployment of labour. An opposite extreme 
is the “Scandinavian” policy of deploying labour in 
whatever activities can be found for the moment by 
expansion of the public sector. The result would be little 
growth, hardly any productivity increases but also no open 
unemployment. Such policies have so far, however, 
been intended mainly as stop-gap measures during 
depressions. In the long run and particularly if extended 
to a semi-permanent financial support of ailing enterprises, 
this policy would lead to obsolete production structures 
and tend to reverse the historic trend of increasing trade 
diversification to one of increased national self-sufficiency. 


There are, however, reasons to believe that a choice 
between the extremes is neither unavoidable nor likely 
to take place. There would seem to be considerable scope 
for expanding world trade, particularly between the 
industrialized and the developing countries. It has been 
calculated that only 11 per cent of the 1955-1973 increase 
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of manufacturing imports of the industrialized countries 
came from the rest of the world.“ Furthermore, the 
scope for diversification is larger than might appear from 
the classification normally used for showing the structure 
of trade flows as, for instance, in the table above for 
textile balances. Thus the industrialized countries in 
1974 had an import surplus with the developing countries 
in clothing and textile fibres but a surplus in textiles and 
textile machinery. Another aspect of this development 
is the increasing importance of traded intermediate goods 
in domestic production and exports. It has been estimated 
that for the Netherlands and Belgium the import content 
in the production of engineering goods in 1959 was 
already as high as about one-third; in 1970 the figure had 
increased to about one-half.* 


85 Thus 89 per cent was attributable to intra-continental trade 
within North America and western Europe and mutual trade be- 
tween North America, western Europe and Japan. (“The rest of 
the world” includes Greece, Portugal, Spain, Turkey and Yugosla- 
via.) See Richard Blackhurst, Nicolas Marian and Jan Tumlir: 
Trade Liberalization, Protectionism and Interdependence, GATT, 
Geneva, November 1977, table 4. 


86 R. Blackhurst ef al., op. cit., table 2. 


The same kind of evidence is given by a recent ECE 
document showing, on the basis of standardized input- 
output tables, that in western Europe from the late 1950s 
to the mid-1960s in practically all manufacturing sectors 
all three international trade ratios increased significantly: 
imported inputs into a sector in proportion to its gross 
output, imports originating in a given sector of other 
countries in proportion to the gross output of the same 
sector in the domestic economy, and exports in proportion 
to the gross output of the sector which produced them.*’ 
The ratios express the development of “intra-industry 
specialization”, that is, the mutual exchange of products 
made by the same industry or by industries using similar 
factor proportions. Such exchanges strongly raise 
productivity. The increases were especially evident in 
small countries and in industries in which the economies 
of scale are known to be important. These are thus the 
areas that will be most severely hit by a development 
towards protectionism. It is in this type of specialization 
that the main direction of the future expansion of inter- 
regional trade seems to lie. 


7 EC.AD. (XIV)/R.7/Add.2, International Trade in Manufactures 
in western Europe, 25 January 1977. 
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CHAPTER 2 


RECENT ECONOMIC DEVELOPMENTS IN SOUTHERN EUROPE 


INTRODUCTION 


Economic performances diverged in the five major 
south European countries during 1977. Rates of growth 
of GDP declined in Greece and Turkey, increased in 
Portugal and Yugoslavia, and in Spain remained virtually 
at the same low rate as in 1976. There were, however, 
some common problems facing these countries namely 
inflation, balance-of-payments deficits, and unemploy- 
ment which in general worsened during 1977. Inflation 
worsened considerably in Portugal, Spain and Turkey. 
In Turkey and Portugal the year-on-year increase in the 
price level was nearly 30 per cent. In Spain the increase 
was about 22 per cent, in Greece and Yugoslavia 13 and 
14 per cent respectively, but even in these last two 
countries inflation remained well above that in most 
western countries. 


The current balance of payments deteriorated sharply 
in Turkey and Yugoslavia, less so in Greece and Portugal 
and improved substantially in Spain. However, the 
combined current balance-of-payments deficit of these 
countries increased in 1977 to 10.3 billion dollars com- 
pared with 8.3 billion in 1976. Thus the current deficit 


of these countries in 1977 exceeded the combined current 
deficit of the industrial west European countries which 
declined from 13.0 billion dollars in 1976 to 7.2 in 1977. 
Unemployment increased in all the major countries as a 
result of the exhaustion of emigration opportunities and 
(generally) low levels of investment which, except in 
Yugoslavia, seem to have continued decelerating or 
declining in 1977. 


Prospects for 1978 are not particularly bright. It 
seems likely that the rate of growth of output might 
decline in Portugal, Spain and Turkey, under the influence 
of demand-restraining policies. In Greece and Yugoslavia 
the rate of expansion should remain close to that for 1977, 
but only in Yugoslavia the rate (6 to 7 per cent) is in line 
with the long-term growth potential of the economy. 


Contrasting with the economic situation of the five 
major southern countries the economic performance of 
Cyprus and Malta in 1977 was more satisfactory. GDP 
continued to expand and inflation remained close to the 
rate in west European countries. 


1. OUTPUT, DEMAND AND PRICES 
(table 1.1) 


The growth of output decelerated in Greece in 1977. 
The gross domestic product ‘rose in volume by 3.5 per 
cent in 1977 compared to 5.4 per cent in 1976. Agricul- 
tural production declined, while there was a deceleration 
in the growth of industry and services which was only 
partly offset by a marked acceleration of growth in 
construction. 


The volume of agricultural output is estimated to have 
declined by 2.0 per cent in 1977 following a marginal fall 


of 1.5 per cent in 1976. This reflected mainly a decline 
in the production of wheat, due in turn to a reduction of. 
the area under that crop. Output of tobacco declined, 
but there was a further increase in the output of cotton. 


Industrial ouput rose by only 3.0 per cent in 1977 
compared with 9.7 per cent in 1976, the deceleration 
reflecting mainly the performance of manufacturing. The 
rate of growth of manufacturing fell from 9.8 per cent in 
the first nine months of 1976 to 1.6 per cent in the same 


TABLE 1.1 


Annual changes in output and prices, by sector, in selected south European countries 
(Percentage trend rate of growth and percentage changes over preceding year) 


Trend Trend 
rate of vate of 
growth growth 
1960- 1960- 
1970 1974 1975 1976 1977 1970 1974 1975 1976 1977 
Стеесе Portugal 
Changes in output, at constant prices: 
GDP at factorcost. ....... 7.2 —1.8 4.5 5.4 3.5 6.2 1.8 —4.0 5.4 5 
of which: 
A STICUMUES Sos. cate oe 2.9 5.0 4.6 —1.5 —2.0 1.3 —19 —27 0.0 —10 
И О И С 10.4 —3.3 5.7 9.7 3.0 9.0 40 —8.5 5-7 10 
(бо о §.) a ne ae 9.4 —30.8 4.3 5.5 17.9 8.1 3.5 —15.8 12.0 11 
Servicestee ce ere eee: 7.4 2.4 4.0 5.5 3.5 5.9 0.1 Dee 5.8 4.5 
Price changes: 
GDPideflator <<. « 5. . 2.8 21.8 11.2 12.8 3.1 19.3 159 19.8 27 
Wholesale ргсез......... 36.7 6.8 14.0% 14.05 28.3 т ЕО. 3 29.05 
ОИ Зо обобов ов 26.9% 13.4 13.3 12.15 2542 20'4 19.3 27.1% ] 273 
of which: 
ROOM ce о а. 27.6 11.8 13.9 13.9° 32.6 23.6 233 33.36 | 31.9 @ 
Spain Turkey 
Changes in output, at constant prices: 
GDP at factorcost. ....... 7.3 S72 0.9 2.0 2.5 6.0 8.8 9.0 8.2 5% 
of which: 
Арис «10 uote: 2.5 47 —1.4 2.0 1.5 2.4 10.3 10.9 3.8 0* 
Industry о A eee 9.4 6.2 —0.4 3.0 3.0 10.1 8.3 9.0 105 8* 
(ВЫ опар ово 10.2 4.5 —4.5 —1./1 0.5 7.4 6.1 8.5 8.4 8* 
о о оо нео 7.5 4.8 3.2 1.8 2:7 т 8.5 8.0 9.0 ah 
Price changes: 
GDPideflator? 2.2% 2. ок 6.2 16.9 16.9 16.0 22 5.3 28.0 16.1 13.7 x 
Wholesale ргсез......... 18.0 12.6 15.3 16.5 ¢ 29.9 10.1 15.6 21.17 
Сопзитегрисевт, п ею 15.7 17.0 17.6 24.3 18.6 20.1 15.3 26.86 
of which: 
Foodie ео ОЕ 14.2 17.1 18.7 25.45 19.1 30.0 17.9 29.45 


Sources: Greece—Bank of Greece, Afonthly Statistical Bulletin; Oikonomike 
Poreia, January 1978. Portugal—Anuario estatistico; Instituto nacional de esta- 
tistica, Boletim mensal de estattstica; OECD Economic Surveys, Portugal, Decem- 
ber 1977; Ministerio do Plano e Соог4епасао Econémica, A economia portuguesa, 
Grandes opgoes do plano para 1978, and Situacao socio-econémica, 15 January 1978. 
Spain—Contabilidad nacional de Espafta; Ministerio de Hacienda, Informe econd- 
mico-financiero 1978; INE, Соуитига espaftola; Banco de Espaiia, Boletin estadis- 
со. Turkey—Tiirkiye Millt Geliri ve Harcalamari; State Institute of Statistics, 
Aylik Istatistik Biilteni; and Aylik Fiyat Indeksleri Bis!teni; Bank of Turkey, Monthly 
Bulletin, Т. С. Resmt Gazete, 11 December 1976; Tiirkiye Is Bankasi, Review of 
economic conditions, 1971-1975. For all countries, supplemented by ECE Indicators 
and ECE secretariat estimates. 


в Change of base year 

> January-November. 

¢ Partly rebased by linking, owing to change of base year. 
4 New index, not comparable with previous series. 

¢ January-August. 

4 January-October. 
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period in 1977. Most branches shared in this fall. Par- 
ticularly significant was the decline in the output of 
textiles following an impressive growth in 1976. The 
output of foodstuffs, which also carry a significant weight 
in the total, also decelerated significantly. Amongst the 
exceptions, tobacco was the most important, the accelera- 
tion in its growth of output, presumably being associated 
with exports. The exceptionally strong acceleration in 
the rate of growth of furniture output, reflected the 
relatively fast increase of investment in dwellings and the 
concomitant rise of construction activity. 


In the first nine months of 1977 employment in manu- 
facturing rose by 4.7 per cent compared to 5.9 per cent 
in the first nine months of 1976 over the corresponding 
period of 1975. This implies that labour productivity 
declined by 3 per cent in the first nine months of 1977 
compared to an increase of 3.7 per cent in the corre- 
sponding period of 1976 over the first nine months of 1975. 
Data relating to the first half of the year point to a lower 
rate of increase of hourly money earnings of workers 
in manufacturing than in the corresponding period of 
1976: 23.2 per cent in the first half of 1977 compared to 
31.5 per cent in the corresponding period of 1976 over 
the first half of 1975. 


Services grew by 3.5 per cent in 1977, compared to 
5.5 per cent in 1976: this was in line with the deceleration 
of growth of the combined output of agriculture, industry 
and construction. 


By and large, the deceleration of the growth of output 
in general and particularly of manufacturing was in line 
with the decline of real income in agriculture and the 
decrease in the rate of growth of final domestic demand. 
Consumption, both private and government, is estimated 
to have grown in real terms by 3.6 per cent in 1977 
compared with 5.2 per cent in 1976. The deceleration 
was more noticeable for private consumption which 
increased by 3.8 per cent in 1977 compared with 5.5 per 
cent in 1976 and was very small for public consumption. 
Moreover budget data in current prices relating to the 
first nine months of 1977 point to a higher rate of growth 
of government current expenditure than in the correspond- 
ing period of the previous year. 


The pattern of growth of the domestic components of 
final demand largely reflected the influence of monetary 
policies. The most marked change in the pattern of credit 
expansion was the higher rate of growth of loans and 
advances to the private sector for housing, in the first 
nine months of 1977. This was reflected in the rate of 
growth of gross domestic fixed asset formation in dwell- 
ings (15.0 per cent in 1977 compared with 8.0 per cent 
in 1976). The latter was offset, however, by the perfor- 
mance of other types of investment since, according to 
the available estimates, total gross domestic fixed asset 
formation rose by 5.0 per cent in 1977 compared with 
6.5 per cent in 1976. 

The rate of increase of consumer prices in 1977 was 
virtually the same as in 1976, with a tendency to accelerate 
towards the end of the year. The wholesale price index 
rose by 14 per cent in the first eleven months of 1977, 
at the same average rate as in 1976. The increase conceals 
a marked deceleration in the growth of prices of final 
products of domestic primary production for home 
consumption. The prices of final products of domestic 
industrial production for home consumption rose at 
about the same rate as in the first seven months of 1976. 
The marked increase of prices of exported products of 


domestic primary and industrial production (which carry 
a relatively low weight in the total) was largely accounted 
for by the prices of agricultural products. 


According to the very provisional estimates made by 
the Ministry of the Plan and Economic Co-ordination, 
GDP in Portugal in 1977 increased by 5.7 per cent over 
ie compared with a growth of 5.4 per cent in 1976 over 


After declining in 1975 and stagnating in 1976, agri- 
cultural output fell again in 1977. The estimated decline 
of some 10 per cent is due, in part, to bad weather and 
also to the disruption caused by the structural reforms 
carried out in recent years, as well as to changes in general 
agricultural policies. The decline in primary production 
was mostly due to a decline in crop output. The harvests 
of wheat, wine, olives, cereals (except rice and maize), 
and fruit were much below the levels of 1976 and the 
averages for the last ten years. Part of the decline in 
crop production was offset by increases for most animal 
products. 


According to the estimates of the Ministry of the Plan, 
the combined output of mining and manufacturing 
increased by 10 per cent in 1977. Extractive activities 
continued declining. The not very representative index 
of industrial production! shows that the recovery in 
production which started late in 1975 proceeded at an 
accelerated pace during the first three quarters of 1977. 
The manufacturing (seasonally adjusted) index shows, for 
the first three quarters of 1977 an increase on 1976 of 
12.4 per cent, and the index for each of the first three 
quarters shows increases over the corresponding periods 
of 1976 of 10.3, 12.9 and 15 per cent respectively. The 
branches which achieved a faster rate of expansion in 
1977 were those producing intermediate goods. Most 
of these recovered or exceeded the peak production levels 
achieved previous to the 1974-1975 recession. During 
the third quarter of 1977, all branches producing inter- 
mediate and capital goods (except chemicals) exceeded the 
over-all quarterly increase (1977/76) of the index for 
manufacturing while, in contrast to the experience of 
1975-1976, industries producing consumer goods (other 
than motor cars) were in a less favourable situation. The 
clearest example of this is the textiles industry, for which 
the index already showed a year-to-year quarterly decline 
in the second quarter of 1977.2 

Capacity utilization in manufacturing remained low 
(76 per cent during both the first and the second quarter) 
but there was a slight decline between the first and the 
second quarter of 1977 in the consumer-goods industries 
(from 78 to 76 per cent). Data for the third quarter 
show no significant changes from the second quarter. 

The output of public utilities in 1977 increased much 
faster than in 1976. Quarterly data on electricity con- 
sumption confirm these estimates and show an accelera- 
ting trend up to the third quarter: the quarterly increases 
over the corresponding period being respectively 11.4, 
12.6 and 20.2 per cent respectively for the first three 
quarters of 1977. 

After an increase of 12 per cent in 1976, output in the 
construction sector rose by an estimated 14 per cent in 


1 See criticism of the index in Boletim Mensal de Estatistica, 
Nos. 1 and 2, 1976. 

2 This decline is mostly the result of domestic demand trends but 
the existence of growing protectionism in foreign markets has also 
had a negative influence on this branch. 
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1977, thus becoming the fastest growing major sector. 
Building permits issued continued to increase rapidly 
until the third quarter of 1977, mainly in the housing 
sector. The rising demand for dwellings originates, in 
part, from the population increase brought about by 
those returning from previously dependent territories, 
but another important influence is the low-interest credit 
available to emigrants who deposit foreign money in the 
special accounts created for house building purposes 


The service sectors take the largest share of GDP (over 
42 per cent in 1977), but data on their evolution in 1977 
are scanty. According to the estimates of the Ministry 
of the Plan services expanded in 1977 more slowly than 
in 1976. Catering and related activities were stimulated 
by the very rapid increase in the number of foreigners 
entering the country (43 per cent in January-October 
1977-1976) but other services such as trade and transport 
probably expanded little. State services probably stag- 
nated owing to the increasing restraint on public expend- 
iture. 


The data available on the evolution of total demand by 
broad sectors are provisional. Private consumption in 
1977 expanded very modestly (by 0.5 per cent compared 
with 1.8 in 1976). This implies stagnation in real per 
capita consumption (given the population increase result- 
ing from the flow of returnees from previously dependent 
territories) in spite of a probable decline in household 
savings. This second factor helped to maintain activity 
levels higher than they would otherwise have been but, 
in a longer-term perspective, it is a negative element 
since it hampers investment.* This would imply that 
forced savings through inflation would have to con- 
tinue at a high level and/or borrowing from abroad 
would have to be maintained if the investment ratio of 
the economy is to be consistent with long-term growth 
targets. Public consumption is expected to have grown by 
only 2 per cent in 1977 after having expanded by about 
20 per cent in 1976.4 


The main expansive sector of total demand in Portugal 
in 1977 was investment (both fixed and inventory), gross 
fixed capital formation expanding by about 12 per cent. 
Although a sizeable share of the increase seems to have 
been due to stock changes,’ the expansion implies a 
recovery in private investment and a further increase in 
public investment, particularly during the first half of the 
year. As has been said already, much of the increase was 
in infrastructure and non-productive housing investment, 
but investment in machinery and equipment seems to 
have recovered to levels near to those prevailing before 
the 1974-1975 recession. 


After investment the most dynamic element in total 
demand was the foreign sector. Exports of goods are 
expected to have increased in volume by 6.7 per cent; 
exports of services have probably expanded faster but 
combined exports of goods and services have probably 
fallen behind the 1977 programme target of 11.4 per cent 
growth. 


3 It seems clear that in 1977 there was a very large recovery in 
gross profits which were severely eroded in 1974-1975. 


4 This expansion is due mostly to salaries and subsidies to returnees 
from previously dependent territories. 


5 The replenishment of stocks seemingly went beyond the normal 
needs required for the recovery of production; they were affected 
by speculation associated with the high level of inflation as well 
as by speculative leads in imports. 


As for most countries which are still developing from 
an economic point of view it is difficult to assess employ- 
ment and unemployment trends in Portugal. According 
to the Ministry of Labour total unemployment in June 
was 407 thousand or about 11 per cent of the labour force. 
The same source indicates that total non-agricultural 
dependent employment increased by some 0.5 per cent 
between the second quarter of 1976 and the second 
quarter of 1977; non-agricultural employment rose by 
0.6 per cent over the same period. Most of the increase 
was in services and public utilities, manufacturing employ- 
ment increasing by only 0.3 per cent. 

According to new data derived from a sample survey, 
carried out by the National Institute of Statistics, un- 
employment at the end of the first half of 1977 was 
291 thousand in a labour force estimated at 4.1 million, 
an unemployment rate of 7.1 per cent.® 

According to the National Institute’s source (which 
starts in 1974) employment declined in 1975 by 0.9 per 
cent, recovered in 1976 by 2.3 per cent and declined 
again in the first half of 1977 by 0.9 per cent. The decline 
in 1977 included all sectors except fishing, mining, 
electricity and transport. The Institute’s enquiry shows 
that activity rates increased rapidly since 1970 (census 
year) mainly because of an increase in female employment. 
As in other countries, unemployment affects mostly young 
people. The proportion of people seeking their first 
employment increased rapidly and reached nearly 40 per 
cent of the total unemployed in the first half of 1977. 


Nominal salaries continued to increase in 1977 but, as 
in 1976, behind the growth of consumer prices. Thus, 
real salaries in industry and transport, both for Lisbon 
and Oporto, continued to decline throughout the first 
three quarters of 1977. The decline in real salaries in 
agriculture seems to have been much lower in 1977 owing 
to a considerable increase in nominal wages during the 
third quarter of 1977 when the increase in prices was very 
moderate. 


The increase in prices in Portugal was considerably 
higher in 1977 than in 1976. The implicit price deflator 
of GDP increased from about 20 per cent in 1976 to 
27 in 1977. The rate of inflation was, however, very 
different in the first and second halves of the year. During 
the first half, following some relaxation of controls, 
consumer prices increased very fast (particularly during 
the period February-April). They increased very slowly 
(partly owing to seasonal factors) during the third 
quarter and accelerated again, but much more moderately, 
during the last quarter of the year.? The consumer price 
index (based on 1976) shows an increase of 27 per cent 
over the average for 1976 which is roughly consistent with 
both the old index of consumer prices for Lisbon and 
with the provisional GDP implicit price deflator. Food 
prices increased considerably more than the average, 
partly because of the relaxation of controls, but also 
because of higher import prices for some tropical foods 
and drinks. 


According to preliminary estimates in the Budget, the 
rate of growth of GDP in Spain in 1977 was 2.5 per cent 
compared with 2.0 per cent in 1976. Considered from the 


e Part but not all of the discrepancy among the aforementioned 
sources is due to the fact that the Institute’s enquiry does not cover 
people living in hotels and collective households. Many unemployed 
returnees could thus be excluded. 


г These statements are based оп the new consumers’ price index 
for continental Portugal based on 1976. 
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supply side this slight acceleration stemmed from the 
service sector and from a minor recovery in construction; 
other goods-producing sectors expanded at the same or 
less than the rates in 1976.8 


The modest increase in agricultural production orig- 
inated in animal husbandry which increased by about 
5 per cent while crop production declined by 5.5 per cent, 
largely because of bad weather. The wheat harvest, at 
nearly 4 million metric tons, was 10 per cent below that 
for 1976 and there were declines in the production of 
fruit as well as of wine and olives. The production of 
cereals for feed increased; thus there has been a tendency 
towards a better balance of supply and demand. This 
tendency was not, however, reflected in the trade data. 
The trade deficit in agriculture and food products in- 
creased from 354 million dollars in 1976 to 648 million 
dollars in 1977 but, unlike past experience, the increased 
deficit was mostly due to the rapid increase in the world 
market price of coffee and oilseeds, and also to a greater 
volume of sugar imports. 


The gross value added of the industrial sector in Spain 
increased in 1977 at the same modest rate as in 1976, 
namely 3 per cent. The time pattern of the growth ® has, 
however, been very different. In 1966 industrial produc- 
tion showed a clear upward trend from March to De- 
cember. In 1977 its rate of increase started to decelerate 
during the first quarter and, after reaching a peak in May, 
the adjusted index will, in all probability, show a declining 
trend to the end of the year. The most recent data from 
the Ministry of Industry enquiry confirm the existence of 
a new weakening in the second quarter of 1977. Data for 
the first half of 1977 show an increase in gross industrial 
product of 7.2 per cent over the same period of 1976, 
decelerating to an increase of 1.3 per cent in the third 
quarter. Data on the level of orders, stocks of finished 
goods and the expected tendency of production for the 
last month available (December 1977) support these 
statements. The stock of finished goods was one point 
above the previous peak of April 1975, and the level of 
orders in industry (excluding construction) was at an 
all-time low as was also the case for expectations of 
production. The decline of total orders in industry would 
have been still worse were it not for the fact that foreign 
demand became (particularly after the July devaluation 
of the peseta) an important sustaining factor of activity. 
Capacity utilization increased slowly, but steadily, from 
the second quarter of 1975 (when it reached a record low) 
to the second quarter of 1977, but data for the third 
quarter show a large decline. Data for the last quarter 


show no change. 


The actual deterioration of these variables throughout 
1977 was mostly due to the rapid worsening of the con- 
sumer-goods sector (from the second quarter of 1977) 
which has joined the already depressed investment and 
intermediate-goods sectors. 


8 The first estimates of national accounting carried out by the 
National Institute of Statistics (not available at the time of writing) 
show an increase of GDP in 1977 of 2.4 per cent, a decline in 
agricultural output of 4.5 per cent, an increase in industry of 
4 per cent, a decline in construction of 1.5 per cent and an expansion 
of services of 3.2 per cent, Е! Pais, Madrid, 29 February 1978. 

® The index of industrial production of Spain is inadequate and 
normally overstates the growth but it provides a reasonable indi- 
cator of the time pattern of production. It was 19 per cent up 
during the first quarter of 1977 on the same period of 1976, deceler- 
ating to 12.7 per cent during the second quarter and to 9.3 per cent 
in the last two available months (July-August). 


_ The recession particularly affected certain capital and 
intermediate goods industries, such as iron and steel, 
and shipbuilding. The industrial sectors which had a 
relatively more favourable evolution were those producing 
consumer goods, but the down-turn in the fourth quarter 
is expected to have been very sharp; some industrial 
sectors, such as motor-cars, benefited from strong foreign 
demand. The government is preparing programmes to 
reshape the industrial sectors most seriously affected 
by the recession.!° The new industrial policy will aim to 
increase competitiveness, reduce the elasticity of indus- 
trial energy consumption with respect to output growth 
and to increase industrial exports. At the same time 
there should be greater employment per unit of investment 
in order to absorb the increase in manpower which is due 
to arrive shortly on the labour market. 


The recession in the industrial sector was reflected in a 
slowdown in the consumption of electricity from a 7.5 per 
cent increase in 1976 to 3.6 per cent in 1977. Electricity 
production 1 increased by 2.9 per cent in 1977 and 9.8 per 
cent in 1976, and contrasts with the pre-recession trend 
of about 11 per cent per year. 


The construction sector experienced a minor recovery 
after two consecutive years of falling output; unlike 
other goods-producing sectors, this recovery seems to 
have been reinforced in the last quarter of the year. The 
stimulus apparently came from public works (contracts 
for which increased during the first half of the year by 
27 per cent in volume while private housing construction 
declined during the same period by 19 per cent and 
subsidized housing by 21 per cent). This sector continues, 
however, to be very depressed and accounts for roughly 
one-third of the total unemployment in Spain. 


According to provisional estimates of the Ministry of 
Finance the service sector increased its output in 1977 
by 2.7 per cent, compared with 1.8 per cent in 1976. 
Public administration and activities related to catering 
and tourism 1? were probably among the most expansive 
service sectors while trade seems to have grown little.¥ 


According to the Budget estimates total domestic 
demand increased in 1977 by only 0.7 per cent, that is, 
about half the rate achieved in 1976. Every major sector 
of demand expanded less than in 1976 and gross capital 
formation continued declining although by less than in 
1976.4 Private consumption, which had increased in 
1976 by 2.6 per cent, grew by only 0.8 per cent in 1977 
largely because of a lower rate of increase in household 
incomes. Public consumption increased by 4 per cent 


10 These measures consist mostly of fiscal and credit aids, but in 
one sector (steel) nationalization is a possibility. 

11 Past experience shows a high degree of correlation between 
the evolution of energy demand and growth of GDP. According 
to a function derived from past data output in Spain could have 
grown in the first quarter of 1977 by 4.9 per cent, in the second 
by 2.2 (on the same period of 1976) and there was no growth in 
the third quarter. Source: Confederacién Espafiola de Cajas de 
Ahorros, Coyuntura Econdmica, 8, 1977. 

12 The number of tourists in the period January-October 1977 
increased by 13 per cent (over the same period of 1976) and gross 
receipts by almost 28 per cent; average expenditure per tourist 
recovered almost to the 1975 level. 

18 The seasonally adjusted index of sales in chain stores for the 
third quarter of 1977 was about 22 per cent above the level of 1976, 
which corresponds in volume terms to virtual stagnation. 

14 Data on the evolution of demand forces released at the end 
of February by the Institute ¢> not differ substantially from the 
earlier estimates contained in ше text. See Balance, Madrid, 
1 March 1978. 
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compared with 5.5 per cent in 1976, and was the most 
rapidly expanding sector of domestic demand. Capital 
formation declined by 0.9 per cent compared with a drop 
of 2.8 per cent in 1976. Exports of goods and services 
increased in real terms at about the same rate as in 1976 
(by 13.5 per cent against 13.3 per cent). Total demand 
increased in 1977 by 2.2 per cent compared with 2.5 per 
cent in 1976. 


The most negative feature of the evolution of demand 
is the continued contraction in investment which is 
confirmed by other indicators and affects mostly private 
productive investment. The index of total investment 
published by the Ministry of Trade declined by 1 per cent 
on 1976 during the first quarter, by over 7 per cent in the 
second, and by 2:6 per cent in the third. Although gross 
profits recovered in 1977, gross national saving which in 
1973 reached 25.9 per cent of GDP (at market prices) 
continued to decline for the fourth consecutive year and is 
estimated at only 19.5 per cent of GDP in 1977. On the 
other hand, the share of gross fixed capital formation in 
GDP fell for the third consecutive year and is estimated 
at 21.3 per cent for 1977. Net borrowing from abroad in 
1977 was therefore some 3 per cent of GDP as compared 
with 3.6 per cent in 1976. There are no data available for 
stock movements but it seems likely that an increase 
during the first half of the year may have been almost fully 
offset during the second. 


The evolution of employment in Spain has fluctuated in 
recent years. Employment declined noticeably during 
1975 and 1976 and recovered slightly at the beginning 
of 1977 owing to some increase in employment in con- 
struction and services. However, the labour force has 
decreased steadily during the last three years, indicating 
that many persons have ceased to seek employment 
actively.= In October 1977 estimated unemployment 
according to the Ministry of Labour exceeded 680 thou- 
sand, equivalent to 5.2 per cent of the active population 
and one-third higher than in October 1976. Unemploy- 
ment was particularly high in construction (16 per cent of 
the labour force) and relatively low in agriculture and 
services. Unemployment in industry exceeded the over-all 
unemployment rate for the whole economy. The active 
population enquiry of the INE for the fourth quarter 
of 1977 shows an over-all rate of unemployment of the 
active population of 6.3 per cent. As in other countries, 
unemployment was more acutely felt in the case of women 
and young people. During the third quarter the unem- 
ployment rate for the age group 14 to 24 years old was 
14.7 рег сет, and in the case of women 80 per cent of 
total women’s unemployment was in this age group.!” 


The only sector which has gone through the 1973-1977 
recession while steadily increasing labour productivity is 
agriculture (owing to emigration to urban areas). In 


15 “Neither the official unemployment figures of the Ministry of 
Labour nor the Enquiry on Active Population carried out by the 
National Institute of Statistics, reflects this hidden unemployment.” 
Ministerio de Hacienda, Informe Econémico-Financiero, 1978. 


16 Several important policy measures were taken in December 1977 
to try to alleviate the consequences of unemployment. Unemploy- 
ment benefits are extended in time and temporary employment 
contracts (from 6 months to 2 years) can be given by enterprises to 
workers from 18 to 23 years of age. 


И Inconsistencies in the unemployment statistics are well known. 
For instance, at the end of 1976 “registered unemployment’ by 
the National Employment Bureau (Servicio Nacional de Colocacién) 
was 449 thousand; “estimated unemployment” given by the Ministry 
of Labour was 554 thousand and the INE figure for the last quarter 
was 699 thousand (Active Population Enquiry). 


industry production per employee declined in 1976 and 
only recovered in 1977 because of a decline in industriai 
employment. Productivity in the construction sector has 
declined since 1974. Finally in services, productivity 
declined in 1977 after a steady increase in the period 
1973-1976. 


The index of average hourly earnings in industry and 
services increased by 24.4 per cent between June 1976 and 
June 1977; but in real terms the increase was only 1.8 per 
cent. In the first half of 1977, the increase in average 
hourly earnings lagged behind the increase in consumer 
prices. 

Inflation worsened in Spain during the first three 
quarters of 1977 and slowed down considerably during 
the last quarter. The implicit price deflator of GDP rose 
16 per cent in 1976 and more than 22 per cent in 1977. 
The new (1976 based) consumer price index increased 
by 24 per cent for the year as a whole, and by 26.4 per 
cent over the twelve months to December 1977; this rate of . 
increase is well below previous official forecasts. House- 
hold goods other than food, clothing and footwear, and 
transport, were the components rising considerably more 
than the average; food also rose somewhat more than 
average. 

Political events in Turkey delayed the elaboration of 
the 1978 Programme, usually presented to Parliament 
towards the end of the previous year at the same time as 
the budget for the coming fiscal year.1* According to 
preliminary and partial estimates recently released by the 
State Institute of Statistics® GDP volume growth 
decelerated from 7.7 per cent in 1976 to about 5 per cent 
in 1977. The growth of output therefore fell below the 
1977 target of 7.3 per cent. АП major output sectors 
participated in this deceleration which was, however, 
much more intense in agriculture. 


The stagnation of agricultural output seems to have been 
largely due to poor weather and is not unduly surprising 
when account is taken of the fact that after a setback in 
1973 the sector’s output had increased very rapidly 
during the period 1975-1976. The wheat crop increased 
marginally in 1977 but output of other cereals declined. 
There were large increases in the production of some 
exportable crops: cotton (19 per cent), sultanas (44 per 
cent) and hazel nuts (10 per cent) and sugar beet. These 
increases offset the fall in output of other important 
products such as olive oil, sunflower seed, tobacco and 
dried figs. 


According to the same source, industrial production 
increased in 1977 by about 8 per cent compared with 
10.3 per cent in 1976 and a target of 11.2 per cent. Mining 
output probably increased on balance: output of lignite, 
chrome and manganese rose, but crude oil and hard coal 
production declined. The output of most manufacturing 
branches slowed down or declined in 1977, in many cases 
because of bottlenecks deriving from the tight foreign 
payments situation. 


_ There were large increases of production of certain 
intermediate materials for construction (cement, plate 
glass) and in certain basic chemicals and plastics branches 


18 A preliminary draft budget was presented to Parliament (and 
rejected) but did not contain the usual macroeconomic data except 
for an estimate of GDP at current prices: according to this GDP 
increased in monetary terms by 25 per cent in 1975 and by 22 per 
cent in 1977. See 1978 Yili Все Gerekgesi. 

19 The estimates presented in table 2.1 were made by the Planning 
Ministry and differ for the first three years from those of the State 
Institute of Statistics. 
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(sulphuric acid, caustic soda), but fertilizer production 
has declined. There were declines in the production of 
pig iron and steel ingot but increases in steel plate. Con- 
sumer durables had mixed results, but the production of 
motor vehicles declined. 


The construction sector seems to have continued 
expanding at a rate somewhat below that for 1976. Sales 
of cement during the period January-October were 14.7 
per cent up on those for 1976, and the production of 
plate glass during the January-September period in- 
creased by 42 per cent on the same period of 1976. The 
rate of growth of output of public utilities probably 
slowed down slightly in 1977. Most service branches 
probably continued expanding in 1977 but at lower 
rates than in 1976. 


There are no quantitative data for demand in 1977. 
Even assuming a certain recovery in exports during the 
last quarter of the year (in response to the September 
devaluation), it seems likely that foreign demand in real 
terms declined for the second consecutive year. As in 
1976 the most expansive sector was probably the public 
sector,?® although the rates of growth of government 
consumption and investment were probably lower than 
in 1976. Private consumption probably increased very 
little (thus slowing down for the second consecutive year) 
because of the stagnation in agricultural incomes and the 
effects of inflation on the real earnings in the non- 
agricultural sectors. 


Unemployment probably continued to increase in 1977 
but, as in other relatively less developed countries with 
a large segment of the active population still engaged in 
agriculture, higher unemployment is mostly hidden within 
the agricultural sector rather than being reflected in an 
increase in the official unemployment figures. Neverthe- 
less, registered unemployment in September 1977 was 
2.4 per cent higher than in the same month of 1976. 
Recent data on wages cover only “insured workers” 
which largely corresponds to scarce and relatively skilled 
manpower. In the twelve months to June 1977 the money 
earnings of these workers increased by 57 per cent, but 
the rapid price increases in the last quarter of the year 
probably exceeded the increase in nominal wages. Thus, 
for the year as a whole, real wages might have grown 
less than in 1976. Real incomes in the agricultural sector 
probably stagnated in 1977. 


The rate of inflation accelerated rapidly in 1977, par- 
ticularly during the second half of the year. It will not be 
surprising if the rise in the implicit price deflator of GDP 
for 1977 turns out to be nearly double that for 1976 
(which was 13.7 per cent). Three factors seem to have 
played an important role in the acceleration of inflation 
in Turkey during 1977, namely, the virtual stagnation of 
agricultural output, particularly of some crops mostly 
grown for domestic consumption; the growing disequi- 
librium of the public sector; and, thirdly, the policy 
measures taken in September 1977 aimed at restoring 
internal and external balance: tighter monetary policy, 
increases in the prices of goods and services provided by 
the public sector, devaluation of the Turkish lira, and a 
rise in import deposit guarantees. These last two measures 


20 Private investment seems to have played a more active role 
than public investment. Thus, for instance, loans by the State 
Investment Bank declined in 1977 (January-October) by 37 per cent 
while investment banks’ loans to private industry increased by 
34 per cent and machinery imports in dollar value by about 
10 per cent. 


caused a rapid increase in import prices which, in spite 
of the relatively closed character of the economy, had an 
immediate effect on domestic prices. In the last quarter 
of 1977 the year-on-year increase in the cost-of-living 
index may have approached 40 per cent (compared with 
20 per cent for the same period in 1976). 


~Economic recovery in Сургиз” proceeded at an 
exceptionally fast rate in 1977. The rate of growth of the 
Gross National Product was 15.4 per cent in volume 
compared with 16.0 per cent in 1976. The rates of growth 
of agriculture, industry and construction declined, 
following particularly high rates in 1976, while there was 
an increase in the rate of growth of services. 


The volume of agricultural output grew by 4.2 per cent 
in 1977 compared with 8.1 per cent in 1976. Potatoes, 
grapes and oranges, which have a relatively large weight 
in the total, in fact performed considerably better than 
in 1976 (according to data for the first seven months). 


The volume of manufacturing output rose by 15 per 
cent in 1977 compared with 22.4 per cent in 1976. This 
reflected partly the decline in the rate of growth of agri- 
culture and construction. Construction rose by 31.7 per 
cent in 1977 compared with the exceptionally high 45.0 per 
cent in 1976: this reflected the steep increase of invest- 
ment in dwellings in that year. The output of services 
rose by 12.4 per cent in 1977 compared with 11.3 per cent 
in 1976. This reflected mainly the faster growth of trade 
which carries by far the most important weight in the 
total. All the main components of final demand rose 
faster in 1977 than in 1976, except for exports of goods 
and services. Private consumption expenditure (which 
accounted for 66.3 per cent of the Gross National Product 
in 1977) rose by 10.3 per cent in 1977 compared with 
7.6 per cent in 1976. General government consumption 
expenditure, which stagnated in\1976, rose by 25.1 per 
cent in 1977. Gross domestic fixed capital formation 
rose by 41.7 per cent in 1977 compared with 32.1 per cent 
in 1976. The higher rate of growth in 1977 reflected 
largely a substantial increase of investment in machinery 
and other equipment. Investment in dwellings rose at a 
considerably lower rate than in the previous year (43.7 per 
cent in 1977 compared to 184.0 per cent in 1976). Invest- 
ment in non-residential buildings and other construction 
rose by 19.8 per cent in 1977 following a marginal decline 
in 1976, while investment in transportation equipment 
rose by 60 per cent. 

Partly because of the marginal decline in prices in 
agriculture and partly because of a lower rate of increase 
of wholesale and retail prices, the price deflator of Gross 
Domestic Product points to a slightly lower rate of 
inflation in 1977 (8.6) than in 1976 (9.9). 


Data for 1977 on the economy of Майа * are relatively 
scanty. It seems that manufacturing output which had 


21 Developments in the northern part of the country are not 
taken into account. 

22 With a total population of 322 thousand at the end of 1976 
and a total area of 316 square kilometres Malta is one of the smallest 
member states of the Economic Commission for Europe. Population 
density is high (1.019 per square kilometre). Per capita income at 
the current dollar exchange rate in 1976 was over 1,700 dollars 
which puts the country at an intermediate stage of economic develop- 
ment. Its geographical and strategic location and its small size 
largely determine the character of its economy. The distribution 
of total output at factor cost in 1976 shows that agricultu e and 
fisheries accounted for 6 per cent of the total output, mining for 
5.2, manufacturing (including government enterprise) for 36.1 per 
cent and services for the rest (52.6 per cent). The Maltese economy 

(Continued on next page.) 
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slowed down during the second half of 1976 accelerated 
during the first half of 1977 but a further slowdown was 
noticeable in the third quarter of 1977. The manufac- 
turing branches leading the expansion in output in 1977 
were food processing, beverages and tobacco, while a 
slower rate of development was noticeable particularly 
for textiles, and clothing and footwear (which had been 
the leading branches in 1976). The slowdown in industrial 
output was also noticeable in most metal-working 
branches except electrical machinery which has lately 
been performing well. Leather, rubber and chemicals 
which have had an uneven and rather weak performance 


(Continued) 

is very open and therefore vulnerable to external shocks. Exports 
of goods and Services in 1976 represented 77.8 per cent of GNP 
(at current market prices) and imports 88.6 per cent. The average 
real rate of GNP growth between 1973 and 1976 was 15.8 per cent. 
The rate of expansion reached a record 21 per cent in 1975, and 
declined to 14.8 per cent in 1976; expansion decelerated again in 
1977. See Central Office of Statistics, Malta: Annual Abstract of 
Statistics 1976, No. 30, Valletta, 1977; Malta Handbook : А Depart- 
ment of Information Publication, 1977-1978 edition, Malta, May 
1977; Office of the Prime Minister, Development Plan for Malta 
1973-1980, Malta, 1974. 

23 Recently released data at current prices show, for 1977, an 
increase of GNP (at factor cost) of nearly 14 per cent which given 
the increase in prices could correspond to a real expansion of about 
6 per cent; Central Bank of Malta, Annual Report 1977. 


are now showing signs of recovery. All in all, however, 
it seems that industrial output expanded less in 1977 
than in 1976 (when it grew more than 20 per cent in real 
terms). 

Services probably continued to expand fast in 1977, 
a favourable element being a 5 per.cent increase in the 
number of tourists in the first ten months of the year 
(compared with the same period of 1976). 

Output trends are reflected in the employment figures. 
Unemployment declined until July 1977 but increased 
between August and October, when it was 4.2 per cent 
of the labour force. Women account for 60 per cent of 
the increase in unemployment. 

Following the 1977 budget measure to stop subsidizing 
certain food prices, the retail price index, which had 
remained virtually stable in 1976, increased by 10 per cent 
between December 1976 and September 1977; most of 
the adjustment occurred during the first four months of 
1977 and the rate of increase has already abated. It 
seems likely, however, that the GDP implicit price 
deflator, which in 1976 rose 7 per cent, rose by around 
10 per cent in 1977. 


24 The measure was offset by increasing personal incomes through 
state transfers. 


2. TRADE AND PAYMENTS 2° 


Payments data for Greece, expressed in dollars and 
relating to the first seven months of 1977, point toa higher 
rate of growth of imports (16.8 per cent) than in the 
corresponding months of 1976 on 1975 (plus 2.5 per cent), 
despite the deceleration of the main components of final 
domestic demand. This was presumably due to the time- 
lag between transactions and payments. All main com- 
modity groups, except for fuel and lubricants, shared in 
this acceleration. Payments for imports of capital goods, 
machinery and transport equipment, as well as of manu- 
factured consumer goods, rose exceptionally fast (24.3 and 
23.3 per cent, respectively, in dollar values). They grew 
in fact faster than payments for imports of construction 
materials (10.2 per cent), which was associated with the 
acceleration in the increase of construction investment 
and output. 


A significant rise was also recorded in receipts for 
exports in the first seven months of 1977. It amounted to 
25.3 per cent compared with a virtual stagnation in 1976 
(1.8 per cent increase in the first seven months of 1976 
over the corresponding period of 1975). All commodity 
groups shared in this acceleration except for raw materials 
for which the rate of growth decreased as a result of the 
decline in cotton exports. Exports of textiles and tobacco, 
the two most important items in Greek exports, increased 
by more than 30 per cent in the first seven months of the 
year over the corresponding period of 1976. 

The widening of the (f0.b.-f.0.b.) trade deficit in 1977 
(by $556 million) was largely offset by a rise (of $395 mil- 
lion) in the surplus on invisibles; the latter change reflected 
mainly higher receipts from transport. An increase was 
recorded in the current account deficit in 1977 (estimated 
at $1,253 million) over that corresponding to 1976 (of 
$1,092 million). The current deficit was entirely financed 
through a net inflow of capital, that led to an increase 
of the country’s official monetary reserves. 

According to provisional estimates by the Plan Ministry, 
Portugal’s current account deficit in 1977 was $1,494 mil- 
lion, above the $1.23 billion deficit in 1976. This deteriora- 
tion was the net result of a further increase in the ((0.b.- 
f.o.b.) trade deficit (of $436 million), offset only in part by 
higher private transfers. The (f-0.b.-f.0.b.) trade deficit is 
expected to be $2.5 billion. This was the result of an 
increase in the dollar value of imports of 16.7 per cent 
and of 12 per cent in the value of exports. The service 
deficit of $100 million in 1977 did not change substantially 
in spite of a 45 per cent increase in net tourist receipts 
(from $186 to over $270 million) which was mostly 
offset by higher investment income payments, the deficit 
rising by $54 million. Private transfers have increased 
from $973 million in 1976 to $1,136 million in 1977, as a 
result of a 43 per cent increase in emigrants’ remittances. 


25 Trade and payments trends in south European countries were 
the subject of a special section in chapter 2 of Economic Bulletin 
for Europe, vol. 29. 
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According to trade data for the period January- 
November 1977, imports increased over the same period 
of 1977 by nearly 56 per cent in escudo value (23 per cent 
in dollars) and exports by 43 per cent in current escudo 
value (or nearly 13 per cent in dollar terms). As prelimi- 
nary trade data are subject to important revisions, the 
revised data covering the period January-September are 
a more reliable indication of developments. These data 
show that the volume of imports increased during the 
period by 14.6 per cent and that of exports by 1.2 per cent. 
In dollar values, imports increased by about 18 per cent 
and exports by about 8 per cent, corresponding in escudo 
value to nearly 49 and 36 per cent respectively. The 
greatest volume increases in imports occurred in hides 
and wood, transport equipment and metal and metal 
manufactures. For exports there was in general a minor 
decline in volume but the groups of ‘Machinery and 
transport equipment’’, “agricultural products and pre- 
pared food’” and “metals and metal manufactures” 
increased. The most notable change in 1977 in the 
geographical distribution of Portuguese trade was the 
deterioration of the trade balance vis-a-vis the EEC 
countries, caused mostly by a very rapid increase in 
imports from the United Kingdom. There was also a 
rapid increase in imports from Japan. In contrast to the 
experience in previous years, the terms of trade had (up 
to September) improved very slightly. For the year as a 
whole, however, it is expected that the average escudo 
value of imports increased by 33 per cent and that of 
exports by only 31 per cent. The volume of merchandise 
exports is expected to have grown by only 3 per cent while 
that of imports might have grown by 10 per cent. 


The Ministry of Trade data show that Spain’s current 
deficit for 1977 was $2.51 billion, a substantial reduction 
from the 1976 deficit which was $4.49 billion.2® The 
improvement in the current deficit was due to a reduction 
of the crude trade deficit of $1.25 billion and to an increase 
in the service surplus of $527 million. Net transfers (at 
$1.14 billion) have remained virtually unchanged during 
the past three years. The yearly figures conceal a sharp 
reversal of trend between the first and second halves of 
the year. In the first half, the current deficit ($2.3 billion) 
was actually the same as that for the corresponding period 
of 1976; but, while in 1976 the current deficit had been 
$2.0 billion in the second half, in 1977 the current balance 
was almost in equilibrium. The changing trend was 
influenced strongly by “leads” and “‘lags’’, which affected 
not only commodity trade but also invisibles. But the 
July devaluation of the peseta, the normalization of 
political life after the elections and the austerity measures 
introduced in the so-called “Мопс]оа Pact”, contributed 
to restoring a climate of confidence which reversed earlier 
speculative operations and put a brake on illegal capital 
exports. The improvement of over $527 million in net 


28 Equivalent to 4.1 per cent of GDP in 1976 and 2.4 per cent 
in 1977. 
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service receipts resulted from an increase of over $0.93 bil- 
lion (or 35 per cent) in net tourist receipts 27 partly offset 
by a deterioration of over $400 million in the net outflow 
of other services items. The net outflow of investment 
income in 1977 reached $769 million, an increase of over 
53 per cent on 1976.8 The net long-term capital inflow 
was $3.2 billion (an increase of $1.3 billion). Thus the 
basic balance closed with a surplus of $707 million 
compared with a deficit of over $2.3 billion in 1976. 


Customs trade data for 1977 show that imports (in 
terms of dollars) increased by 2.4 per cent and exports 
by 17.6 per cent. The trade deficit (c.i.f'-f.0.b.) declined 
from $8.7 billion in 1976 to $7.6 billion in'1977, and the 
export coverage of imports increased for the second 
consecutive year, from 47.3 per cent in 1975 to 49.9 per 
cent in 1976 and 57.4 per cent in 1977. The decline in 
the trade deficit was due entirely to industrial products. 
Both exports and imports slowed down in the second half 
of the year. 

The most expansive components of imports in value 
terms were agricultural products, which increased by 
19 per cent owing to greater imports of coffee, oilseeds 
and sugar, although in volume terms only sugar increased. 
The volume of raw material imports declined in general, 
exceptions being rubber and wood pulp. Payments for 
crude oil imports were unchanged, but the volume declined 
by 6.2 per cent. The value of machinery imports declined 
by 0.7 per cent, which should imply a considerable decline 
in volume (except for electricity generators, office and 
telecommunication equipment), reflecting the adverse 
trend of investment. The value of imports of transport 
equipment fell (owing to lower imports of aircraft) as did 
imports of intermediary products (except for chemicals), 
particularly steel imports. Other imports which consist 
mainly of consumer manufactures increased in general 
by 9 to 10 per cent, implying little change in volume terms. 


The value of exports of food and agricultural products 
increased by less than 11 per cent. Non-agricultural 
exports increased by 19.6 per cent, their share thus 
continuing to expand, to 78 per cent of total exports. 
Particularly favourable results were attained by exports 
of mineral products (which increased by over 29 per cent 
on account of greater exports of cement), chemicals and 
plastics (plus 24.7 per cent), textiles (plus 23.8 per cent) 
and transport material (plus 24.8 per cent). In this last 
category, a 7 per cent decline in the value of ships was 
offset by an increase of 64 per cent in land vehicles (mostly 
cars). Exports of machinery increased by 20.6 per cent 
in spite of the low international demand for investment 
goods. 


There were some notable changes in the geographical 
distribution of Spanish trade. Imports from European 
CMEA * countries declined substantially as did imports 
from the United States, and EFTA countries lost a part 
of their share of the Spanisch market. Spanish exports 
increased particularly rapidly to the EEC, some oil- 


| 27 The number of tourists during the January-October period 1977 
increased by over 13 per cent and gross tourist receipts (in dollars) 
by nearly 29 per cent. Average receipts for tourists thus increased 
substantially and, in dollar terms, are almost back to the 1975 level. 
р 8 Gross payments under this item in 1977 reached $1.4 billion, 
i.e. about 14 per cent of export receipts. The increase is a result 
of the still manageable, but rapidly growing, foreign debt. 

ae Imports from Cuba, which belongs to the CMEA, doubled as 
a result of higher prices and volume of sugar imports. 


exporting countries (Algeria, Nigeria, Venezuela) and 
to Morocco and Tunisia. 

So far, there are no official estimates of the balance of 
payments of Turkey in 1977. It seems fairly certain, 
however, that the current account deteriorated severely 
mainly due to a rapid rise of the trade deficit, whch 
increased in January-September 1977 by over $1 billion 
compared with the corresponding months of 1976. That 
implies that the trade deficit for the year as a whole could 
be about $4 billion. Nine months’ figures on emigrant 
remittances, which are the main positive item in invisible 
receipts, show only a 6 per cent recovery, well below the 
27 per cent increase forecast in the 1977 programme. 
Even assuming a favourable evolution of other invisible 
items, it seems clear that the current deficit for 1977 
approached $3 billion, equivalent to between 7 and 8 рег 
cent of GDP.*° 

Trade data for the first nine months show an increase 
in the dollar value of imports of 20.4 per cent and a 
20.7 per cent decline of exports. The import increase 


_centred mainly on raw materials (plus 33.4 per cent), 


while machinery imports increased by 10.6 per cent and 
imports of consumer goods changed little. The export 
decline was due to a decline in dollar terms by 32.6 per 
cent for exports of agricultural products, mostly on 
account of the 62 per cent fall in exports of cotton and 
48 per cent decline for tobacco. The regional distribution 
of trade did not change much in 1977. The EEC and 
countries with which trade is carried on by bilateral 
agreements (mostly east European countries) increased 
their share in Turkish exports while the share of east 
European countries in Turkish imports declined. 


In Cyprus, both exports and imports of goods and 
services rose in 1977, in real terms, at a lower rate than 
in 1976. The value of imports * in terms of Cypriot pounds 
rose at a somewhat higher rate (54.8 per cent) in the first 
nine months of 1977 over the corresponding period of 
the previous year compared with the rate recorded in the 
latter period over the first nine months of 1975 (48.2 per 
cent). Particularly significant was the contribution to 
this increase of imports of machinery and transport 
equipment, which recorded an exceptionally high rate of 
growth (124 per cent), in line with the pattern of invest- 
ment. 


The value of exports increased in the first nine months 
of 1977 by 39.7 per cent over the corresponding period 
of the previous year, compared with 83.9 per cent in that. 
period over the first nine months of 1975. This decelera- 
tion reflected largely the significant slowdown in the rate 
of growth of exports of food and live animals, which 
account for the bulk of total exports. The widening of 
the trade deficit in 1977 partly reflected a deterioration of 
the terms and trade and was accompanied by a reduced 
surplus on invisibles. The net outcome was a substantial 
increase of the current account deficit in 1977 as a whole, 
which was financed largely through a net inflow of 
private and government capital. 


30 Latest press reports (Agence Economique et Financiére, 8 Fe- 
bruary 1978) confirm this estimate. Total exports for the year are 
reported to be $1.8 billion (10.6 per cent down on 1976) and imports 
$5.8 billion (13 per cent up on 1976). 


; 31 As the Cypriot pound kept its dollar value roughly unchanged 
in 1977 in relation to 1976, the figures would be almost identical 
for doliar values. The dollar value of the Cypriot pound declined 
in 1976 compared with 1975 by roughly 10.3 per cent. 
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Although the deterioration probably remained very 
limited, it seems that the current balance of Malta 
worsened in 1977.% Domestic exports in dollar values 
increased during the period January-August by nearly 
30 per cent and imports by over 22 per cent.“ This 
implied a deterioration of the trade balance (c.if--f.o.b.) 
of some $27 million, or 17 per cent. Moreover, there was 
a deceleration of exports from the 42 per cent in terms of 


32 For the 1971-1976 period the current balance was in surplus. 


33 The small economic size of the Maltese economy calls for a 
great deal of caution in interpreting trade data. For instance bulk 
exports can have a substantial influence on trade figures, as exem- 
plified by the floating dock exported to Libya in May 1976 and the 
barges to Nigeria in mid-1977. 


dollars in 1976 and an acceleration of imports from the 
12 per cent increase in 1976. The terms of trade deterio- 
rated very sharply during the first quarter of 1977, owing 
to a decline in export prices. The most rapid increases in 
imports occurred in raw materials for industry, semi- 
manufactured products, fuels and machinery; consumer- 
goods imports increased much more slowly. Eighty per 
cent of the increase in exports was due to exports of 
manufactured consumer goods, machinery and transport 
equipment. 

Higher tourism and travel receipts probably offset 
part of the deterioration in the trade balance but it seems 
unlikely that these items, plus private transfers, counter- 
balanced completely the deterioration of the trade balance. 


3. PROSPECTS AND POLICIES 


Current trends in Greece do not indicate any excessive 
demand pressure on resources that might require a 
restraining incomes policy or a tightening of the cautious 
monetary policies followed in 1977. The forecast rate of 
growth for both consumption and investment is very 
similar to that achieved in 1977. Economic policy is 
more likely to be directed towards the re-allocation of 
fixed investment from construction to industry, in line 
with the medium-term economic policies of Greece. In 
this context, foreign direct investment may play a parti- 
cularly important role, judging from the pattern that 
prevailed in the post-war period. Measures aimed at 
reducing the rate of inflation might be directed rather to 
the components of costs, particularly food prices, which 
carry the largest single weight in the total. The problem 
will be one of reconciling the objectives of incomes policy 
in favour of the labour force ‘“employed”’ in the agricul- 
tural sector with the need to improve its productivity and 
that of preventing the increasing agricultural price 
supports from being passed on to consumers through 
higher food prices. 


Available forecasts point to a somewhat higher rate of 
growth of GNP in 1978 (by 5 per cent) than in 1977. 
However, the pattern of growth is likely to change 
drastically in the course of the current year. It is rather 
unlikely that agricultural output will decline for the 
third consecutive year. The industrial sector could 
achieve a higher rate of growth than in 1977, much closer 
to the average in the post-war period. The construction 
sector, on the other hand, is unlikely to grow at the 
exceptionally high rate achieved in 1977. Selective credit 
policy measures will probably be used to avoid an over- 
heating in construction that might lead to undesirable 
inflationary pressures for which more drastic restrictive 
measures could become necessary. The problem is one 
of striking a balance in an effort to avoid the experience 
of 1972-1974. 


Portugal continues to be faced with a difficult economic 
situation. A high level of unemployment, a continued 
rapid increase in prices and a high current account deficit 
are obviously the three main, closely interlinked, sets of 
problems facing policy makers. Economic policies have 
tried to combine short-term action with structural long- 
term policies with a fair degree of success. At the end of 
1977 the inflationary pressures had slowed down consid- 
erably and the restrictive monetary and fiscal policies 
—tightened several times throughout the year and 
particularly since the autumn—had been successful in 
containing the growth in consumption demand but the 
current deficit has remained uncomfortably large at 
nearly 13 per cent of GDP (at market prices). The very 
high current deficit, the short-term character of a great 
part of a rapidly growing foreign debt and the still high 
level of inflation were the main factors which ensured that 
the emphasis in policy making in 1976-1977 shifted from 


growth and development objectives to equilibrium- 
oriented targets. 

At the present time it seems clear that the general 
character of policies in 1978 would tend, under the 
pressure of the foreign-sector bottleneck, to become 
increasingly restrictive. The draft budget submitted to 
Parliament towards the end of the year (which has not 
become operative owing to the fall of the government) 
already presented a clearly restrictive character. On the 
other hand, the Programme of the Plan for 1978 forecast 
for 1978 a lower rate of growth of GDP (3.5) than in 
1977.5 The stimulus to growth was forecast to originate 
in the foreign sector since domestic demand was expected 
to stagnate. These targets were supposed to be compatible 
with an increase in the price level of 21 per cent and a 
reduction of the current deficit to 9.6 per cent of GDP 
(at market prices). Public consumption was expected 
to stagnate while private consumption would grow very 
slightly (1.3 per cent). Contrary to the experience of 1977, 
a de-stocking cycle was expected to occur which would 
imply a decline in capital formation in spite of an increase 
in fixed capital formation of 8 per cent. It is not yet 
known to what extent the new Government will incor- 
porate these targets in its programme for 1978, but it 
seems that the growth target foreseen previously was the 
maximum possible in order to attain the targets set for 
the foreign sector and reduce inflation. Recent, but 
fragmentary, information suggests that the slowdown in 
economic expansion might be greater than programmed, 
particularly if real household incomes continue to decline. 
A modest world trade expansion in 1978 would make it 
difficult to attain the expected volume increase of 7 per 
cent in Portugal’s merchandise exports. The best prospect 
of keeping within the bounds of these targets was that 
relating to inflationary pressures, since the high level of 
unemployment should tend to have a moderating effect 
on wage claims, even if other costs and indirect taxes 
increase rapidly, as was previously forecast. 


Economic policy in Spain in 1977 was greatly influenced 
by the profound 1976-1977 political and institutional 
reforms, which aligned the political institutions to those 
of most west European countries. The action of the 
Government previous to the political consolidation and 
clarification brought about by the June elections, focused 
mainly on the-political aspects. This was the period when 
inflation reached its highest rate, the external disequi- 
librium was running at a level unsustainable in the long 
run, and unemployment continued to rise steadily. The 


34 The greatest contribution to stability in 1977 has perhaps been 
given by the general government sector, the deficit of which rep- 
resented in 1977 about 2.2 per cent of GNP as compared with 
5.5 in 1976. Statement by the Minister of the Plan, Sousa Gomes, 
“А capital” 30 November 1977. 


35 The new “corrected” Programme for 1978 fixes a growth target 
for GDP of 3 per cent. Private consumption should expand by 
only 0.5 per cent. 
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measures introduced by the new Government included 
the peseta devaluation of July (20 per cent), the elimi- 
nation of the temporary import surcharge, the liberal- 
ization of interest rates and the tightening of monetary 
policy. The contribution of the public sector to this first 
attempt to achieve a better balance in the economy was 
negative since the original 1977 budget expenditure fore- 
cast was exceeded by nearly 20 per cent. An attempt to 
alleviate the rising unemployment problem was made by 
launching a subsidized housing programme (in August 
1977) to which 20 billion pesetas were allotted. It was, 
however, clear at that time that the deepening of the 
economic crisis called for a coherent economic programme 
which required the widest possible social consensus to 
make its implementation possible. Under these circum- 
stances the Government prepared the “Programme of 
recovery and economic reform” which was the blueprint 
round which the final bargaining mechanism incorporated 
into the so-called ‘““Moncloa Pact” was organized.** 


The “Moncloa” agreements incorporate an extremely 
far-reaching and wide spectrum of impending structural 
changes (covering the fiscal system, land planning, 
housing, education, commerce, financial and public 
enterprises, energy, the agriculture and fishing sectors, 
etc.) with more concrete short-term equilibrium policies 
combining monetary, fiscal, price, wages and incomes, 
and employment policies. There is, of course, no clear-cut 
frontier between these types of measures: for instance, 
short-term equilibrium targets have made the adoption 
of the reform of the fiscal system particularly urgent. 
The main measures to be implemented in 1978 are the 
following: 


(1) In the field of monetary policy the main target 
consists of a money supply growth rate of 17 per 
cent in 1978. This represents a sharp reversal of 
recent trends in money creation and is only found 
in the past in 1968, when national and world 
inflationary pressures were considerably smaller. 
Another important measure in the monetary field 
is the decision to finance one-third of the lending 
capacity of official credit institutions by borrowing 
in the domestic capital market. 


These decisions could cause an increase in interest 
rates, a decline in the borrowing capacity and 
liquidity of commercial and industrial banks and 
an increase in the capital costs of investment. 


(2) In the field of incomes policy the main target agreed 
upon in the “Moncloa Pact” is to limit the growth 
of the total money wage bill per enterprise to 22 per 
cent over that for 1976. Unless the rate of price 
increase falls behind that expected the measure 
implies a decline in real wages 37 and thus a reversal 
in the recent rapid increase of the wage share in 
national income. The liquidity difficulties of 
enterprises associated with the tight monetary 
policy, as well as the high level of unemployment, 


36 [4 seems that initially the Government’s intention was to 
incorporate the maximum representative social forces into the 
elaboration of the final document, which would thus become a 
“social рас”. 

37 In view of the fact that not all enterprises are forced to grant 
this increase as well as for the apparently discontinuous adjustment 
of wages to price increases and also to the fact that wages will be 
increased by the average yearly price increase and not the December 
over December increase. See Confederacién Espanola de Cajas de 
Ahorro, Coyuntura Econémica, No. 9, 1977. 


would make it very difficult to most enterprises to 
grant wage increases in excess of this limit. A 
coercive element towards trade union claims is 
introduced whereby if the cost-of-living index 
faced with higher wage claims to reduce personnel. 
To counterbalance this, a safeguard clause is 
introduced whereby if the cost-of-living index 
increases from December 1977 to June 1978 by more 
than 11.5 per cent the wage policy would become 
subject to renegotiation. 


(3) The new anti-inflationary policy of the government 
obviously tries to influence prices through fiscal, 
monetary and incomes policies, rather than by 
direct action. The old system of price controls has 
been streamlined and the number of essential goods 
subject to absolute price control has been reduced 
to only 30. Forty-eight other important consumer 
goods have been made subject to a system of sub- 
mission of price increases to the government, which 
ex post facto can take the steps it deems adequate. 


(4 


> 


Budgetary and public sector policy is perhaps the 
central piece on which the success or failure of the 
new set of policies depends. It is in this sector that 
structural reforms are a necessary precondition for 
the success of anti-inflationary policies. The fiscal 
reform necessary to increase public sector revenue 
by non-inflationary means (and partly incorporated 
already into the 1977 fiscal reform measures) 
centres around the introduction of a modern and 
progressive personal income-tax complemented by 
a progressive tax on property. The indirect taxation 
system is to be harmonized with those of other 
western countries and will be based on a value 
added tax. The results of these measures will be 
felt in 1978. The public sector share of final demand, 
which represented 13.9 per cent in 1976 and 14.4 per 
cent in 1977, should reach 15 per cent in 1978. 


The share of the public sector’s consumption in 
current GDP which was 12.4 per cent should be 
maintained at the same level in 1978. On the other 
hand, public sector fixed investment should increase 
its share in total gross fixed capital formation from 
8.7 in 1977 to 11.6 per cent in 1978.38 The share of 
the public sector’s total receipts (including social 
security) in current GDP should increase from 24.1 
per cent in 1977 to 25.9 in 1978. Fiscal pressure 
defined as the share of state receipts in GDP should 
increase from 12 per cent in 1977 to 13 per cent in 
1978. The demand sustaining action of the public 
sector in 1978 is reflected in the above-mentioned 
increase in its share of total final demand. Moreover, 
it is expected that the priority given to labour- 
intensive investment projects (housing, school- 
building, etc.) should increase the employment and 
income multiplier effects (to 1.4 per cent of GDP) 
of public investment expenditure. The general 
action of the public sector ® is reflected in the main 
lines of the State Budget according to which 
receipts should increase by 32 per cent and expen- 


38 It is expected that the over-all investment ratio will fall again 
in 1978 passing from 23.1 per cent in 1977 to 22.0 per cent in 1978. 
These data are not comparable to those of the Institute. 

39 This is the first time that a consolidated public sector budget 
is incorporated in the State Budget document. See Ministerio de 


Hacienda, Informe Econémico-Financiero, 1978. 
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diture by 29 per cent (i.e. by 8.5 percentage points 
more than current GDP). Current expenditure 
should increase by 26.1 per cent and capital by 16.3 
per cent.4° An important share of state receipts is 
allocated to transfers within the public sector. The 
most important refer to the 100 billion pesetas 
allocated to the social security system, of which 
60 billion are allocated to extensions of unemploy- 
ment insurance benefits. The total budget deficit 
will be brought down from 122 billion pesetas in 
1977 (or 1.4 per cent of GDP) to 73 billion (1.е. less 
than 0.7 per cent of that expected in 1978). Foreign 
borrowing should finance over 95 per cent of the 
state budget deficit. 


(5) Some of the measures taken in the field of employ- 
ment policies have already been mentioned (specific 
youth unemployment action, extension of unemploy- 
ment benefits, August 1977 Royal Decree on house- 
building credits, etc.). These measures were com- 
plemented by an employment subsidy which 
diminished by 50 per cent the social security 
enterprise quotas corresponding to work contracts 
engaging new personnel as from 1 November 1977. 
In spite of these measures, unemployment is 
expected to continue increasing in 1978 (by some 
100 thousand or 0.8 per cent of the labour force); 
but it is also expected that the increase will take 
place in the first half of the year and that a decline 
would be felt during the second half. 


These policies are expected to lower the over-all 
inflation rate to 20 per cent and to reduce the current 
deficit to the equivalent of 2 per cent of GDP. The costs 
implicit in the attainment of these targets are considerable. 
The real growth rate of GDP should fall again to a very 
modest 1.1 per cent and the whole stimulus to growth 
would come from abroad: the contribution to GDP 
growth of the expected improvement in the current 
balance should be 1.7 per cent of GDP. Total domestic 
demand is expected to contract by 0.6 per cent as a result 
of a decline in private consumption of 0.6 per cent and a 
decline in fixed investment of 2.5 per cent.41 The most 
recent trends suggest that inflationary expectations have 
changed radically and that the seemingly optimistic 
inflation target might well be attainable. Other parts of 
the macro-forecast seem, however, more open to doubt, 
particularly those referring to the rapid increase in the 
volume of exports of goods and services and the very 
minor volume increase of imports (of one per cent), 
particularly in view of the most recent world trade demand 
trends. This would imply, if priority is given to equili- 
brium targets, that the decline in private consumption 
would have to be greater than expected and/or that 
private investment would have to decline again very 
rapidly. This last possibility would not only jeopardize 
the employment targets but also impinge in a very negative 
manner on the possibility of a healthier resumption of 
economic expansion in 1979. 


Neither the new draft budget nor the 1978 programme 
for Turkey, which usually defines the main targets and 


OG the 40 billion pesetas of short-term anticyclical funds (Fondo 
de Accién Coyuntural) are added to capital expenditure this rises 
to 30.5 per cent. 


41 The figures contained in the macro-economic forecasts (page 109) 
and others given in the aforementioned document of the Ministry 
of Finance seem somewhat contradictory, presumably because of 
differences in the definitions used. 


policy lines in the year to come, is yet known. The effect 
of the demand-restraining measures taken in September 
1977 is probably only now beginning to be felt, but the 
problems which face the new Government are known and 
serious: namely, a rate of inflation approaching 40 per 
cent, an unsustainable foreign deficit (further aggravated 
by the extremely high share of short-term foreign debt) 
and a partially hidden but nevertheless real and rapidly 
rising level of unemployment. The relatively closed 
character of the Turkish economy acted as a barrier 
against the transmission of the 1973-1977 world economic 
recession and Turkey was able to maintain a favourable 
rate of growth. The growth figures, however, hid the fact 
that the structural reforms needed to improve the over- 
all efficiency of the economy were not undertaken with 
the steadfastness and vigour necessary. The endemic 
inefficiency of the public enterprise and export sectors 
and the archaic fiscal system have finally generated the 
internal and external disequilibria which placed the coun- 
try in a difficult economic position at the outset of 1978. 
However, possible recovery in the agricultural sector could 
very well result in the over-all rate of growth of the 
economy in 1978 being near to that for 1977. 


In Cyprus only the ordinary budget forecast is available 
for 1978. This shows a drastic reduction of the budget 
surplus: it is expected that it will amount to £3.97 mil- 
lion in 1978 compared with £17.3 million in 1977. This 
in itself is unlikely to lead to a reduction of government 
investment, the budget for which is not available yet. 


The rate of price increases in 1977 was very similar to 
the average for the industrial countries. However, the 
current account deficit, which in 1977 was equivalent 
to 11.9 per cent of the GNP, is already acting as a mild 
constraint on growth. There has already been in 1977 a 
staged dampening of expansive policies and further 
restraint might be introduced in 1978. It thus seems 
likely that there will be a deceleration in the growth of 
output. 


The main policy lines relating to the economic and 
social development of Malta were incorporated into the 
eight-year plan 1973-1980. The main objective of the 
plan is to enable the country to dispense, from 1980 
onwards, with the economic returns from the present 
defence arrangements with a foreign power. This is to 
be achieved by developing Malta’s productive activities 
rapidly, through a harmonious growth of the main 
productive sectors which would create enough employ- 
ment opportunities for emigration and unemployment 
to disappear. Increasing self-sufficiency in agriculture and 
strengthening of the industrial sector * are the main 
policy lines to achieve this purpose. This now overwhel- 
mingly dominant service sector is expected to become 
less important, but certain sub-sectors, such as tourism, 
are to be developed further. The main targets of the 
plan are the following: 


(1) To achieve a growth of GDP at an average annual 
rate of 6 per cent, even though it is stated that GDP 
is neither the appropriate aim nor an adequate 
measure of real development. 


4 As in other countries which are relatively less developed from 
an economic point of view, industrial exports started developing in 
consumer-goods branches. Textile industry output and exports 
developed very rapidly from the mid-1960s, but in the early 1970s 
some ci and light machinery exports were also growing extremely 
rapidly. 
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(2) To provide enough investment funds to create 
20,600 new jobs, assuming that average investment 
per job created would be some $27,000 (1973). 


(3) To achieve a basic balance-of-payments equilibrium 
by 1979, reducing the current deficit and depending 
less on transfer income and long-term foreign 
capital inflows. Exports of goods and services are 
expected to increase in real terms by 9.1 per cent 
per annum (merchandise exports by 14.3 per cent) 
and imports of goods and services by 7 per cent. 


As was stated above, growth targets have been exceeded 
during the first years of the plan and the pace of economic 
expansion was maintained and increased without creating 
balance-of-payments constraints and with an inflation 


rate in single figures. The mid-term review of the plan 
performance shows that at the end of 1976 investment 
in infrastructure and industrial development was roughly 
on schedule, most projects being at a rather advanced 
stage.*® 

Data on the 1978 budget are not yet available, but it 
seems likely that economic expansion will continue 
unhampered by serious domestic or external equilibrium 
problems. 


48 The principal projects are: the creation of an adequate road 
network; extension of the runway of the main airport; extension 
of capacities in shipbuilding and repairing yards; increased invest- 
ment in electricity generating and tourist capacity; and the creation 
of a trawler fishing fleet. The 1977 budget shows a shift in emphasis 
in state investment from social to directly productive projects. 


4. YUGOSLAVIA 


(i) General trends 


Economic activity gained momentum in Yugoslavia 
‘in 1977 with the rate of growth exceeding the long-run 
average (table 4.1). The growth of total output was 7 per 
cent in 1977, compared with 4 per cent in 1976 and a 
long-term trend of below 6 per cent. The increase in 
output was widely based: the growth of industrial output 
accelerated from 3.4 per cent in 1976 to 9.4 per cent in 
1977, construction from 5 to 10 per cent, transport 


services from 2 to 8 per cent and trading services from 
3.5 to 7.5 per cent. Even in agriculture progress was 
substantial: the record level of output in 1976 (when there 
was an increase of 7.3 per cent) was surpassed with a 
3.3 per cent growth in 1977. 


This increase in output was reflected by the growth of 
final domestic demand which grew by 3.7 per cent in 1976 
and 7.9 per cent in 1977. The major driving force was 
investment in fixed assets which rose by 9.5 per cent 


TABLE 4.1 


Yugoslavia: selected indicators 
RS eee 


Absolute amount 


Average annual percentage change 


Output, volume (billion dinars) 


GNP <volumes suet Зе car, See Gee See 407 
Industrial output.2 о по о ово оо чо 158 

of which: 

Consumer goods Faas is) а. > 

Сарца ооо 

ОО Е 5 5 оборо ob OO 
Industrialvoutput 15 АО ЭР с оо оороове 
Construction "fortran се 35 
Agriculturalvoutputic: mm een вовоов 74 
Foreign trade, value ($ million) 
IEXPORtSs (Oc D ae urs нс. 3 804 
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ОЕ оО 39 зо оввовобе 1450 
Expenditure, volume (billion dinars) 
GrossHixedsinvestments mmr arin mean nn rane men 117 
КЗ оО, с оообоооироов 220 
Collectiveiconsump tion о оо ооо оовсово 36 
ЕЕ СООО! 5 бо обо a 373 
Employment (thousands) 
Non-agriculturalemployment .......... 4514 
Registerediunemployed 2a samen teeny snes 189 
Уса ПС а an cee URE RR era В: 58 


Wages (billion dinars) 


Real earnings per head 


INominalsincomie meee. f cus ee ое 276 
Personalidisposa bles сотен: lene tne 2 
ЗО о ИЗ о о samen an eg 15 в 


Prices 


Retailiprices tae eta nea ae ne ee Е 
Producer prices of industrial products. ...... 
Producer prices of agricultural products 


Sources : National statistics. 
в Index of physical volume. 
> Based on average for 1963/64 and 1973/74. 


1963-1973 1974 1975 1976 1977 
5.9 8.5 В 3.9 7.0 
Tee) 11.0 5.6 3.4 9.4 
8.1 10.7 4.0 3 9.4 
8.0 12.0 14.0 4.0 9.4 
Tell 11.0 4.0 3.0 9.4 
4.8 5.8 0.9 0.4 5.2 
3.0 7.0 13.0 5.0 10.0 
252 6.0 = 7.3 3,3 
1h 33.4 7.0 19.8 8.0 
DEI 67.2 2.0 —4.3 30.1 

1450 1150 2 700 2 000 
55 9.0 9.0 25 9.5 
6.0 7.8 3.4 4.0 7.0 
5.9 7.5 93 1.3 6.2 
5.9 8.0 4.5 3.7 UE) 
2.4 4.8 5.4 3.6 4.8 
189 235 263 212 

58 59 58 64 
6.0 5.6 — 0.7 3.5 4.0 
34.0 31.0 20.6 24.8 
35.0 27.0 18.0 22.0 
28.7 30.4 34.0 34.0 
13.6 25.9 26.2 9.4 13.4 
8.4 29.4 2 6.1 9.5 
16.8 14.0 13.4 14.3 14.4 


с End of year total (т $ million), 
4 End of year total (in thousands). 
© Net increase. 


compared with 2.5 per cent in 1976. The growth of 
personal consumption also accelerated (from 4 to 7 per 
cent) but there was a slackening in the expansion of 
collective consumption (from 7.3 to 6.2 per cent). In 
contrast, stocks had a negative effect on the demand 
growth because they were declining throughout 1976 and 
until September 1977. However, they contributed to the 
increase in supplies in both years. 


The buoyant expansion in Yugoslavia in 1977 was in 
contrast with the sluggish economic activity abroad. The 
foreign sector, which was a driving force in the expansion 
of demand until 1976 played a negative role in 1977: the 
volume of exports grew by 14.9 per cent in 1976 but 
declined by 6.3 per cent in 1977, while import volume 
declined by 6.8 per cent in 1976 but increased by 13.1 per 
cent in 1977. This, together with the deteriorating terms 
of trade, led to a reversal in the Yugoslav current balance: 
from a slight surplus in 1976 to a deficit of nearly $1.4 bil- 
lion in 1977. Foreign currency reserves, which had risen 
steeply in 1976, declined in 1977 but still remained sub- 
stantial. However, this shift still contributed to the rise 
in supplies in 1977 which favourably affected output. 


Despite the rise in the import surplus, the balance 
between demand and supplies still remained precarious 
in 1977. But because of substantial price controls, the 
inflation rate hardly changed (14 per cent in 1977), 
although it was still above the average rate for the OECD 
countries. This difference in inflation rates affected 
Yugoslav competitiveness, but was not fully reflected by 
changes in the foreign exchange rate. 

Economic policies were revised between 1976 and 1977. 
The slowing down of inflation and the improvement of 
the balance of payments were priorities of policy in 1976. 
The growth of demand and of output were restrained and, 
as a result, the inflation rate was more than halved, the 
current balance turned from deficit into surplus, and 
foreign currency reserves rose considerably. Given these 
improvements, the government gave priority in 1977 to 
reducing unemployment and raising investment and 
output. Unemployment had threatened to increase rapidly 
because of sluggish domestic activity and, even more, 
because of an accelerated rate of return of Yugoslav 
labour from abroad. 


(ii) Output, supplies and employment 


The major driving force in the growth of industrial 
output in 1977 was labour productivity which contributed 
5.3 points of the total increase of 9.4 per cent. In 1976 
industrial productivity had stagnated. In 1976 as well as 
in 1975, workers had been recruited in line with the 
expansion of capacities in the hope that demand would 
be sufficient to permit their full employment. This proved 
not to be the case: industrial output expanded only 
slightly and productivity fell. In 1977, however, domestic 
demand grew fast and industrial output and productivity 
increased rapidly. 

Another important aspect of industrial growth in 1977 
was an improvement in the structure of output: this 
contributed to an improvement in industrial supplies 
which in turn helped to sustain the high growth rate of 
industrial output. The structural problem had arisen 
in the late 1960s and early 1970s when both distortions 
in domestic relative prices and a decentralized banking 
system favoured the expansion of capacities in manufac- 
turing and discouraged investment in the production of 


industrial materials. This caused a large increase in 
Import dependence which accentuated the balance of 
payments problem and occasionally led to a restriction 
of industrial growth. In order to remedy this situation 
prices have recently been adjusted. This has stimulated 
investment in basic industrial sectors which reached some 
30 per cent of total investment in 1976 and exceeded 
34 per cent in 1977. The improvement in structure may 
be judged by the fact that output growth in some basic 
sectors (metallurgy, chemicals, electricity, constiuction 
materials and timber) was already greater than average 
in 1977. The structure of output in 1977 was also affected 
by reduced export opportunities (non-ferrous metals, 
non-metallic minerals, shipbuilding and clothing) and by 
imports induced by the over-valuation of the domestic 
currency (coal and coal products, textiles and leather 
goods). 


Much attention is being paid in Yugoslavia to the 
development of energy resources. The 1976-1980 plan 
envisages an increase in the output of energy of 9 per cent 
per year, compared with 7 per cent growth of GNP and 
8 per cent for industrial output. The emphasis is on the 
development of domestic resources. Yugoslavia is well 
endowed with lignite and water resources which can be 
turned into electricity at very low cost. A number of 
hydro and thermal plants have been recently commis- 
sioned and some others are under construction (especially 
important is the second stage of the Iron-Gate hydro-power 
system). Large efforts are being made to develop gas 
extraction. Certain industries are becoming completely 
dependent on gas for their energy supplies, with domestic 
output covering at present some 60 per cent of consump- 
tion. Oil needs are being satisfied mostly through 
imports, domestic output of oil accounting for less than 
30 per cent of consumption. 


The growth of construction output has fluctuated 
considerably in the past. Housing has been the unstable 
component since it is very sensitive to current monetary 
policies and the availability of construction materials. 
Construction activities abroad have had a stabilizing 
effect, their gross value reaching almost $1 billion in 1977 
(including $200 million contributed to the balance of 
payments). The new record level of agricultural output 
was due primarily to the improving terms of trade. This 
has stimulated an interest in farming which is reflected in 
the rising use of material inputs, the extension of mecha- 
nization, and the return of unskilled workers to farming. 
Increased imports of animal feeding stuffs and favourable 
weather conditions both played an important role. 


Supplies increased in 1977 at a faster rate than domestic 
output because, as noted above, the volume of exports 
declined while that of imports increased sharply. Espe- 
cially relevant for industrial growth in 1977 was the 
increase of 10 per cent in the import volume of industrial 
materials, which in 1976 had declined. Stocks, especially 
of industrial materials, were considerable at the end of 
1976, but fell in 1977 by some 7 per cent in volume. 


Non-agricultural employment increased by 4.8 per 
cent in 1977 (by nearly 210,000), compared with 3.6 per 
cent in 1976. This was somewhat more than the natural 
increase in the labour force. The number of people 
looking for employment rose by 11 per cent to 706,000 
(or 12 per cent of the labour force outside agriculture) 
of which 439,000 were looking for jobs for the first time. 
The number of unemployed, defined narrowly as people 
receiving social support, in 1977 was about 260,000 
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(250,000 in 1976) or 5 per cent of the labour force outside 
agriculture. The pressure on the labour market was 
increased by Yugoslav workers returning from abroad: 
some 250,000 over the last four years. About 700,000 
were still employed abroad at the end of 1977, mostly 
in west European countries. 


In 1977 the expansion of final domestic demand not 
only accelerated sharply but also rose more rapidly than 
the social product. This was the reverse of the pattern 
in 1976. Most of the resource gap was met by a rising 
trade deficit and a fall in stocks. 


The decline in stocks, the acceleration, of output 
growth, and a better utilization of existing capacity 
created a favourable climate for capital formation in 
1977. Investments in infrastructure (especially roads), 
sponsored directly or indirectly by the government, were 
also given a strong push in 1977 in order to widen bot- 
tlenecks. This was the reverse of the situation in 1976. The 
financial situation also improved in 1977. Profit margins 
continued to decline, but the self-financing capacity of 
enterprises increased through an improved organization 
which reduced the need for liquid assets. The ratio of 
these to total assets had been raised deliberately and 
sharply in 1976, excessively so as it turned out (see below). 
Other factors which stimulated investment were a change 
in the régime for enterprise borrowing abroad which was 
more liberal in 1977 than in 1976, a large expansion of 
bank credits for investment and a sharp rise in invest- 
ments financed from the budget and various official funds. 
At existing rates of inflation, when real interest rates are 
low or even negative, enterprises tend to borrow heavily 
whenever their capacities are well utilized. Investment 
was sustained by imports of capital goods the volume of 
which rose in 1977 by some 25 per cent (they fell in 1976) 
and by an increase of 9.4 per cent in the domestic output 
of capital goods (which rose by 4 per cent in 1976). The 
volume of capital goods exports increased by some 20 
per cent, but the Yugoslav deficit in capital goods in- 
creased from $932 million in 1976 to $1.3 billion in 1977. 


Contributions to the increase in personal consumption 
varied widely. Per capita real wages rose by 4 per cent 
and the real wage bill by 8.5 per cent; both rates were 
somewhat higher than in 1976. Real incomes of the self- 
employed increased by some 8 per cent in 1977, which 
was a great deal more than in 1976. The total tax burden 
increased somewhat in 1977 since rising incomes are 
subject to progressive taxation. Savings increased in 1977 
at a similar rate as in 1976 but less fast than income. 
Hire purchase credits rose, but by much less than in 1976. 
Transfers from abroad remained roughly unchanged in 
value terms but most certainly declined in volume terms. 
In 1977 stocks of consumer goods declined while the 
volume of their output and imports increased by 9.4 and 
15 per cent respectively, the volume of exports declining. 
Imports in 1977 were particularly affected by a backlog 
of demand for durable consumer goods which had built 
up in 1976 when imports had been restricted.4 


Money supply continued to increase at a much faster 
rate than nominal social product. Monetary policies 
were more expansionary in 1977 than in 1976 despite the 
fact that the increase in the money supply slowed down 
from 57 to 32 per cent. Much of the increase in money 


14 А typical example is the demand for cars. In 1977 car imports 
increased by 90 per cent while domestic car output rose by 19 percent. 


supply in 1976 was due to the suppression of inter- 
enterprise borrowing in kind, which raised the need for 
cash transactions and provided a boost to an increase ш 
enterprise liquidity ratios. Conditions in 1977 became 
normal as a result of this change which, among other 
things, raised the velocity of circulation. The rise in 
money supply in 1977 was particularly influenced by 
compensations for money withdrawals caused by the 
deficit on the foreign balance. 


Fiscal policies also continued to be expansionary, with 
budget expenditures rising faster than revenues. Certain 
items such as social insurance and education are not 
linked to corresponding revenues and this provided an 
upward bias in expenditure. The same is true of funds 
which provide subsidies to agriculture and the promotion 
of exports. Only a small part of the increased deficit was 
financed by bonds sold to enterprises. 


(iii) Prices and costs 


Inflation in 1977 rose at a similar rate to that in 1976, 
the implicit price deflator of GNP rising by 14 per cent. 
The imbalance between over-all supply and demand, the 
rise in some costs, and the policy to improve the agricul- 
tural terms of trade were largely responsible for this 
increase in prices. Producer prices of agricultural products 
rose by more than 14 per cent in both 1976 and 1977. 
Producer prices of industrial products increased by 6.1 
and 9.5 per cent in 1976 and 1977. Retail prices also rose 
more in 1977 than in 1976 (13.4 and 9.4 per cent respec- 
tively). 

Costs continued to rise but at widely varying rates. 
Wage costs increased in 1977 at a lower rate than in 1976, 
due to an increase in productivity of some 5.5 per cent. 
Incomes policies worked broadly as intended but were 
nevertheless inflationary in that they permitted nominal 
wages to rise in line with increases in productivity and 
the cost of living. Import prices rose a great deal faster 
in 1977 than in 1976: by 15 instead of 3 per cent. This 
resulted in an increase of more than 10 per cent in prices 
of domestic industrial materials. Enterprise taxes were 
increased by a similar rate as for wages. The increase 
in wage costs was not passed completely on to the con- 
sumer since profit margins were reduced by extensive 
price controls. Otherwise, the high level of demand was 
favourable to adjustments in cost-price relationships. 


(iv) The balance of payments 


The worsening in the current balance in 1977 was 
concentrated on commodity trade (table 4.2). Exports, 
after having risen in 1976 by 20 per cent in value and by 
15 per cent in volume, increased in 1977 by 8 per cent in 


value but declined by 6.3 per cent in volume. The volume 


of sales of capital goods to industrialized countries 
continued to rise fast but sales of other products declined. 
Imports, which declined in 1976 by 4.3 per cent in value 
and 6.8 per cent in volume, soared in 1977 by 30 per cent 
in value and 13.1 per cent in volume. All major product 
groups and all major markets (west, east, and developing 
countries) participated in the upsurge of imports in 1977. 


The principal explanation of this worsening in the trade 
balance in 1977 was the coincidence of a strong revival 
of Yugoslav economic activity and a sluggish rate of 
growth in the West. A number of other factors also 
played a role. The existing structural maladjustments of 


TABLE 4.2 


Yugoslavia: the balance of payments 
(Billion US dollars) 


1975 1976 1977 

Trade:balance, о... —3.63 —2.49 —4.30 

И 4 o au Sie 4.07 4.88 5.28 

У И р о а а 7.10 9.37 9.58 
Services and transfers, net. . 2.59 2.64 2.92* 

Remittances! ма вв Е 33 1.40 1.40* 

ом дев. 0.77 0.80 0.90* 

Transportation, net 0.45 0.40 0.52* 

Investment income, net . . —0.29 0.04 0.10* 
Balance on the current account —1.04 0.15 —1.38 
Capital account, errors and 

COMMISSIONS eee eek teu 1.30 1.00 1.29 
Reserve changes, net . . 0.26 tats —0.09 
Total reserves of the National 

Bankers 1 1.154 2.30% 2.21 а 


Sources: National statistics and press reports. 


‚в Total reserves are higher than this—in 1976 commercial banks had at their 
disposal $400 million, but less in 1977. 


the Yugoslav economy tend to accelerate the expansion 
of imports whenever output growth speeds up. Stocks 
of imported materials had been large early in 1976 but had 
been considerably reduced by the end of that year, so that 
larger imports were necessary in 1977. Import restrictions, 
which had been tightened up toward the end of 1975 and 
in early 1976, were either considerably relaxed or became 
ineffective in the course of 1977. In contrast, restrictions 
in western markets for a number of Yugoslav products 
were raised. Adjustments of the foreign exchange rate 
in response to differences in domestic and foreign rates 
of inflation were either not complete or delayed.*® The 
Yugoslav terms of trade, which had improved in 1976, 
worsened by 1 per cent in 1977. 


The balance in services was in surplus, as usual, but 
there was only a small increase in 1977. The major item 
—workers’ remittances which account for some 48 per 
cent of net receipts from services—remained virtually 
unchanged, even though the number of Yugoslav workers 
employed abroad declined. The receipts from tourism— 
some 30 per cent of net receipts from services—increased 
slightly. The number of tourists increased also slightly 
but the number of nights spent in Yugoslavia declined. 
This largely reflected the economic situation in western 
countries, but the decline in Yugoslav competitiveness 
and a lack of certain services also played a role. Net 
receipts from other items (mostly transport and con- 
struction) increased. 

The current account closed in 1977 with a deficit of 
$1.4 billion against a surplus of $150 million in 1976; 
most of the deficit was financed by borrowing abroad. 
The foreign debt increased further but debt servicing 
hardly changed in relative terms and remained within 
normal safety margins.“ Foreign currency reserves 
declined but remained substantial. 


45 An index of the relative competitiveness of the Yugoslav 
economy (based on differences in the relative change between 
Yugoslav and foreign wholesale prices adjusted by the change in 
the effective exchange rate of the Yugoslav currency) deteriorated 
by 17 per cent between 1971 and 1977, Ekonomski Pregled, 5-6 1977, 
Zagreb, and Ekonomska Politika, 21 November 1977, Belgrade. 
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(v) The prospects for 1978 


The official projection for economic activity in 1978 is 
optimistic despite the fact that for certain aggregates the 
growth rate is expected to decelerate: the GMP to 6-7 per 
cent, industrial output to 7-8 per cent, agricultural 
production to 3-4 per cent, employment and productivity 
both to 3.5 per cent, and investment to 8 per cent. This 
projection expects an improvement in the trade balance 
(exports growing by 6 per cent and imports remaining 
unchanged) and a decline in the inflation rate. These 
rates are not unusual for Yugoslavia. However, in the 
existing international environment it has become more 
difficult than in the past to achieve high growth rates of 
output over a number of years in succession. 


The critical point in the official projection is the volume 
growth of imports which should remain unchanged. 
Experience in the past has shown that output cannot 
increase rapidly without a simultaneously fast increase 
in imports, especially in imports of industrial materials. 
This is all the more relevant now because stocks of 
imported industrial materials are not high enough. Also, 
hopes for a more selective pattern of imports—in favour 
of industrial materials—tend to materialize only after 
great difficulties. An increase of 8 per cent in investments 
is difficult to achieve without a substantial increase in 
imports of capital goods. It should be remembered that 
imports of industrial materials and of capital goods in 
recent years have accounted for some 85 per cent of 
total imports. The projection of a 6 per cent increase in 
the volume of exports appears reasonable given the fact 
that OECD countries plan an increase in their imports 
from each other of 5 per cent in 1978 and from non-OECD 
countries of 7.5 per cent. Any faltering of export growth, 
however, will bring into question even the maintenance 
of the existing rate of growth of imports. 


There are signs that the expansion of demand and out- 
put have been losing momentum in recent months: the 
growth of personal consumption has decelerated con- 
siderably; in September 1977 stocks, which had been 
declining, increased; and the inflow of export orders 
was reported below expectation. Until July industrial 
output expanded by more than 11 per cent but towards 
the end of the year this rate declined to 5 per cent. The 
same was true of construction. There are advocates of a 
further stimulation to demand to be made early in 1978 
in order to boost output growth, but this may damage the 
other plan objectives to diminish inflation and improve the 
balance of payments. 

Apart from the over-all balance of supply and demand, 
the aim of reducing inflation may encounter a number of 
other difficulties. For example, profit margins declined 
in 1976 and 1977 since costs to enterprises increased faster 
than producer prices. The time may have arrived now 
to restore these margins, all the more so because a high 
growth rate of investments is to be maintained. 


46 The OECD Annual Review of Yugoslavia (May 1977, pp. 17-18) 
indicates that at the end of 1976 Yugoslav foreign debt (net foreign 
claims on Yugoslavia minus Yugoslav credit to the rest of the 
world minus foreign exchange reserves) was below $3 billion, 
equivalent to about 8 per cent of the social product; and that the 
ratio of debt service to current receipts was about 12.8 per cent. 
It is probable that this debt increased in 1977 to some $4 billion, 
as compared with an increase of exports of goods and services of 
some $9 billion. 
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CHAPTER 3 


RECENT ECONOMIC DEVELOPMENTS IN EASTERN EUROPE 
AND THE SOVIET UNION 


1. GENERAL DEVELOPMENTS 


(i) Growth of national output 


In 1977, economic expansion in eastern Europe and the 
Soviet Union proceeded broadly in line with the policy 
objectives laid down by the annual plans. The east 
European countries, with the exception of Poland, had 
envisaged some acceleration in over-all expansion by 
comparison with performance in 1976. In the Soviet 
Union, the annual target for 1977 was set at the level 
provided for by the five-year plan for the period 1976-1980, 
i.e. in conformity with the planned slowdown in the 
growth of allocations for domestic final use. In terms 
of net material product (NMP), the annual plans for 
1977 in the east European countries taken together 
implied an envisaged aggregate growth rate of 6.6 per cent 
by comparison with the 5.8 per cent rate achieved in 1976. 
The corresponding rates for the Soviet Union in terms 
of distributed NMP were 4.1 per cent and 5 per cent 
respectively.1_ For the region as a whole, the implied 
aggregate target rate of 4.8 per cent for 1977 meant a 
slightly less vigorous expansion of allocations for domestic 
use by comparison with the 5.2 per cent rate achieved in 
1976.? 


Economic performance in 1977 followed planned trends, 
but acceleration in eastern Europe was less vigorous than 
planned (6.0 per cent), while the 3.5 per cent growth rate 
recorded in the Soviet Union was below the plan target. 
As a result, aggregate NMP for the region as a whole rose 
by 4.2 per cent, a rate about 1 percentage point below 
that reached in 1976 * (table 1.1). 


These trends in over-all expansion were influenced 
by the strategic orientation towards balanced growth 


1]п Soviet planning methodology, distributed NMP is used as 
the main indicator for the global aggregate performance of the 
national economy. This indicator refers, however, to domestically 
used (distributed) allocations only, and is the difference between 
the value of produced NMP and the amount of the net trade balance, 
both in terms of domestic prices. Only if the net position of the 
trade balance remains unchanged are the two indicators identical. 
The planned rate of growth of produced NMP for 1977 must have 
been at least 5.5 per cent, but the actual figure was probably close 
to 4.5 per cent. The corresponding plan figure for 1978 may be 
around the same level. 

2 The corresponding rates in terms of produced NMP are: an 
implied target rate of 5.7 per cent and an actual rate of about 
5 per cent for 1977, and an implied target rate of about 5 per cent 
for 1978 (slightly higher than the actual 1977 rate). 

3 In terms of produced NMP, the trends were in the same direction, 
but the slowdown was less sharp. 
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which had been adopted in almost all the countries of the 
region, and confirmed by the five-year plans for the period 
1976-1980.4 Considerable changes in conditions in the 
national economies during the concluding years of the 
past quinquennium—in the domestic and in the interna- 
tional dimension—produced a situation unfavourable 
to any acceleration of economic expansion.  Policy- 
makers anticipated the long-term character of these 
trends, and the new strategic orientation took the form 
of a reduction in the level of targets for increase in NMP 
during the 1976-1980 period. The reduction was roughly 
one percentage point in relation to the rates achieved in 
the previous five years for all countries except Romania 
and Bulgaria (see text table below). 


However, as early as 1976 the intensity of the slowdown 
showed itself as greater than anticipated in all the east 
European countries. Rates of growth of NMP of less 
than 4 per cent were recorded in Hungary and Czecho- 
slovakia and the German Democratic Republic in that 
year. In the Soviet Union, (and also in the Byelorussian 
and Ukrainian SSRs taken separately), planned trends 
were largely maintained. Nevertheless, an acceleration 
of economic expansion was anticipated for 1977 for the 
Soviet Union as well as for the east European countries; 
the targets for that year in terms of rates of growth of 
NMP were set at a level exceeding the medium-term 
targets by about a half to one percentage point. The 
exception to this policy orientation was provided by. 
Poland. In that country, the need to overcome increasing 
difficulties—national and external—and to ‘adapt 
methods of operation to changing conditions” required 
the ‘‘modification of many trends” and a “regrouping 
of resources within the national economy’. The target 
for increase in NMP was scaled down to 1.4 percentage 
points below the 1976 rate, below the figure set by the 
current five-year plan. The new economic policy orien- 
tation has been termed the “economic manceuvre”’. 


REVIEW BY COUNTRIES 


In Bulgaria, the annual targets for 1977 implied a 
policy of accelerating economic growth, particularly in 
industry, very likely with a view to making up for the 
lagging in the pace of expansion behind that envisaged 


4 For more details relating to the main features of this develop- 
ment strategy, see Economic Survey of Europe in 1976, United 
Nations, New York, 1977, part II, pp. 1-4. 
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The east European countries and the Soviet Union by level of growth rate of produced NMP 
a 


Annual percentage 


Plan 1977 1977 Plan 1978 


change 1971-1975 Plan 1976-1980 1976 
Se ee ee ee ee ee 
10.0 and over. . Romania Romania Romania Romania -— Коташа 
8.1-10.0 Poland — — Bulgaria Romania — 
К о Bulgaria, Bulgaria, Poland — Hungary — 
eastern Europe Poland 
6:11-7:02 4s: Hungary Eastern Europe _ Bulgaria Eastern Europe, Bulgaria Bulgaria 
Hungary 
551-606, oo . Czechoslovakia, Hungary Eastern Europe Czechoslovakia, Eastern Europe, Eastern Europe, 
German Demo- German Demo- German Demo- German Demo- 
cratic Republic, cratic Republic, cratic Republic, cratic Republic, 
Soviet Union Poland Poland Poland 
450, ene: — Czechoslovakia, Soviet Union Soviet Union 4% Czechoslovakia Czechoslovakia, 
German Demo- Hungary 
cratic Republic, 
Soviet Union ¢ 
3:04:05 ум. : — — Czechoslovakia, — Soviet Union 4 Soviet Union 4 


German Demo- 
cratic Republic, 


Hungary 


Source; Table 1.1. 
Note: For five-year periods rates of growth are annual averages. 


by the current five-year plan. On the other hand, economic 
policy had been centred as early as 1976 on redressing 
economic imbalances. Investment spending remained 
virtually at the 1975 level in that year (a 0.2 per cent rise), 
and the deficit in foreign trade was reduced to $243 mil- 
lion, as compared with $739 million in 1975. It looks 
as if the policy option of pursuing consolidation combined 
with growth was followed up during 1977. Investment 
spending remained within the planned limit (an increase 
of about 6 per cent), and the deficit in foreign trade was 
further reduced (for the first nine months of 1977 it 
amounted to $13 million). Considerable attention was 
paid to the reorganization of management in some 
industrial branches, in investment and construction, and 
also in foreign trade. The 6.3 per cent rate of growth of 
NMP was mainly the result of expansion in industrial 
production, while agriculture recorded a decline of more 
than 6 per cent by comparison with the record level 
attained in the preceding year. The policy orientation 
adopted for 1978 implies a slight speeding up in the pace 
of over-all economic expansion (a target rate of 6.8 per 
cent, which is roughly one percentage point below the 
current five-year plan target). 


The planned acceleration in over-all economic expan- 
sion in Czechoslovakia in 1977 was not wholly effective 
in terms of increment in NMP. The reason for this can 
be found neither in the performance of industry nor in 
that of agriculture. Industrial output was higher than 
planned and agriculture recovered after two bad years in 
а row, recording an increase of almost 8 per cent in output. 
As the share of these two sectors taken together in NMP 
was about 75 per cent in 1976, performance in the other 
sectors of the material sphere (construction, transport ® 
and probably trade) must have been to a considerable 
extent below the planned level, and this was probably the 
reason why NMP grew at a rate of only 4.5 per cent. 
Available data on the targets for 1978 do not show any 


5 Freight transport turnover rose by only 0.2 per cent in 1977, 
almost 5 percentage points below the planned rate. 


в Distributed NMP. 


marked change in the pace and profile of planned eco- 
nomic expansion. 


The policy of restoring the impetus of over-all expansion 
and bringing it into line with the guidelines set down in 
the current five-year plan was to a great extent success- 
fully followed up in the German Democratic Republic 
during the past year. Industry and construction were 
the main contributors to the acceleration of economic 
growth by comparison with 1976. After two successive 
years—1975 and 1976—of contraction (in 1976 by 9.8 per 
cent), agricultural output increased by an estimated 
1-2 per cent. It appears from preliminary data that invest- 
ment spending remained within planned limits. Data on 
performance in foreign trade do not allow for any assess- 
ment of its bearing on domestic trends. In general, the 
degree of inconsistency with the five-year plan target in 
terms of NMP has been considerably reduced, and the 
1978 plan foresees the continuation of this trend. The 
targets for NMP and industrial output have been set at 
about the 1977 levels. 


The rate of growth of NMP in Hungary reached almost 
8 per cent in 1977 and considerably exceeded the ambi- 
tious target. In all major production sectors, performance 
in terms of gross product was very good, particularly in 
agriculture, where production reached a record level. 
Nevertheless, the planned proportions appropriate to the 
consolidation of economic growth and the redressing of 
economic imbalances were not maintained. The modest 
4-5 per cent planned increase in gross fixed capital 
formation (zero growth was recorded in 1976) was 
exceeded by several times: gross investment spending in 
the socialist sector was more than 19 per cent higher than 
in 1976 in terms of current prices, or approximately 13 per 
cent higher on the basis of constant prices. In value terms, 
the increase in investment spending amounted to about 
29 billion forints. The trade deficit reached $640 million 
for the first eleven months of 1977, exceeding the deficit 
in 1976 ($596 million), and reaching a level almost 
twice as high as the planned level of $334 million. The 
target of a 5 per cent rise in NMP stipulated for 1978, 
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TABLE 1.1 


Growth of net material product and of gross output in main sectors of the economy 
(Annual percentage change) 


er ОВ 


Net material 


product 
Clem if Gross output 
currency units) Net material product Agriculture Industry Construction 
2 at current ———— ee eee 
Country and period prices Plan Actual Plan Actual Plan Actual Plan Actual 
Bulgaria 
LOTS Oe т, Boe 14.3 9.0 8.8 9.3 7.6 8.0 9.9 5 4.4 
о OP sa о AR 15.2 9.0 6.7 5.0 32 oe 7.0 8.0 5.0 
LOTT. Miata ee... Ра 16.2% 8.2 6.3 4.0 —6.3 9:2 6.8 a 4.8 
ПОВ eee: (eG ee Lee 6.8 5.0 (6H 6.6 
1975-10305 see gute reatss 4: ste Le Und! 41 9.2 
Czechoslovakia 
О Бет В пи ОВ 409.9 5.6 6.2 3.3 —1.0 6.4 6.7 tee) 8.0 
и a2 A 419.4 5.0 37 5 —2.4 5.4 4.0 6.7 eS 
сы Wee ee sete RE Ok #) 438.3* Sy 4.5 8.2 7.9 5.3 sii 6.2 4.3 
LOT CRS о ааа р o Sb ant 4.9 3.4 5.1 6.1 
S76 1980 бе оао ее 4.9 3.6 5.7-6.0 6.2-6.5 
German Democratic Republic q 
К ое. SNe ee 142.4 5.4 4.9 2.4 —3.0 6.3 6.4 6.7 6.6 
NST Ge wee ие othe Sha ters) оз 147.7 She 37 1.4 —9.8 6.0 5.9 6.3 557 
о, лы 155.4 Э.2 5:2 2.84 1.0 Sail 5.4 6.2 в 
с Е а 5.2 3.57 Saf! 4.3 
POTGNOCO Mee te sn to uses 5.0 4.0 6.0 5.0 
Hungary 
1O7TSEe See ee ee es 402.0 5.0-5.5 5.4 3.0-4.0 ри 6.0 4.7 6.0 8.1 
ПОЕТ Sirs ео, ot. 438.4 5.0-5.5 3.0 са.4.0 —3.0 6.0 4.6 5.0-5.5 4.6 
о од Me. са. 480.0 6.0-6.5 7.5-8.0 7.0-8.0 10.0-11.0 6.0 6.8-7.0 5.0-5.5 6.0 
[SRW ИС ОРВИ. 5.0 2.0-3.0 5.5-6.0 4.0-5.0 
КОЛО ООО анала ы. а 5.4-5.7 3.4 6.0 5.5-6.0 
Poland 
Л ee 1 349.0 9.8 9.0 37 —2.1 11.4 10.9 10.7 12.5 
1976 сы м. 1 595.9 8.3 7.1 Sy) —0.7 8.8 9.3 1.5 
LOT Men. Peoria, Fh Me wel ЗН, 1 685.3* 7 5.6 5.3 0.8 И.Э Th 6.6 4.0 
OTS И tinker ake. О 5.4 5.8 6.8 8.3* 
О ое д 7.0-7.3 4.3 8.2-8.5 7.4-7.7 
Котата С 
ПОЗ т. Та ates GEN ср. 354.8 14.0 10.3 wa 3.0 15.0 12.2 a Usd 
NOT OMe eee Lier Gu УЗЫ: hth. 397.4 10.5 10.5 15.0-26.6 17.3 10.2 11.4 e. De, 
а т ВЕНЕ 431.4 11.3 8.6¢ 1.9-13.6 —1.3¢ 10.5 1258 20.4 11.4 
о ее РОЗЫ 11.0-11.5 6.9-16.1 10.6 8.3 
ПО аи. 11.04 6.9-9.0 4 11.54 
Soviet Union b 
LOT Sap peewee eter и 363.3 6.5 4.5 6.0 —5.3 6.7 SD 0.9 6.3 
О od - FP au coewsey steals Ts 382.0 5.4 5.0 168 6.5 4.3 4.8 5.1 1.4 
О д а ака ee Pe eee rr 398.05 4.1 3.5% 5.3 3.0 5.6 5-7 7.4 3.0 
OE So а eres О 4.0 6.7 4.5 6.1 
О-о о де 4.7 5.1 6.3 5.8 
Byelorussian SSR 
OTS fie cots ahs haan. 8.7 8.0 ie 0.6 8.2 10.5 6.9 4.8 
DDT Gigs ey sales aca Aah Л О 535) AYE) 2.2 6.2 6.1 7.0 3.6 2.6 
И И ВИ Не 5.8 5.0 2.9 —2.0 6.3 8.3 4.4 4.0 
О Зо о Зе Паб 6.0 4.8 6.1 6.5 
У ОЗ а аа ро беьана 6.0 3.8 7.4 5.0 
Ukrainian SSR 
к the tits br ORF ae varus He eo us 65.8 6.3 2.3 4.6 —9.2 7.0 7.1 4.9 5.4 
ПО PES ahah. РЕ 69.3 4.8 5.0 7.9 10.9 4.1 4.2 6.9 4.8 
О РУ 72.8 4.8 5.0 4.3 3.6 5.3 By 4.1 4.5 
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TABLE 1.1 (continued) 


a ET Fait a oe 


Net material 
product 


(billions of Gross output 
eG Net material product Agriculture Industry Construction 
Country and period tee Plan Actual Plan Actual Plan Actual Plan Actual 

Eastern Europe © 

9. ee Re eae ee 8.1 7.4 9.3 8.8 

1976 2. 2 сое оО 7.1 5.8 7.6 7.4 

О. ов ее 6.6 6.0 7.0 tell) 

19784. ось olen Seat Ро nee 6.1 6.9 
1976-1980. ее 6.7 7.8 
Soviet Union and eastern Europe © 

197 S Meee bar ct Nee Sonia Suisun Sat a eee 7.0 53 > WS 

Canaan, и о 5. 5-2 5.3 5.6 

К о се 4.8 4.2 6.0 6.3 

О т 6 4.6 Sez 5.2 
19762198 OR aes ее 513 6.7 


——— А —А—=/„—/„АА—А—’— 


Sources: National statistics, plans and plan-fulfilment reports. 


Note: Rates of growth for five-year periods are annual averages. For agri- 
culture, five-year targets are annual percentage changes over 1975, recalculated by 
the ECE secretariat. In all countries except Romania, the original targets were 
five-year annual averages in relation to the previous five-year average. 


@ At constant prices. 
> Distributed NMP. See foot-note 1 on page 69. 


с Albania excluded. For the method of weighting, see reference in section on 
industry, table 3.1, foot-note f. 


along with measures adopted relating to the allocation 
of resources, particularly to investment outlays, indicate 
the short-term character of the acceleration in 1977 and 
the continuation of the growth trends envisaged by the 
current five-year plan. 


As mentioned earlier, economic and social development 
in Poland in 1977 was dominated by the policy of “есо- 
nomic manceuvre’’, designed to overcome obstacles to 
stable and dynamic growth by changing the order of 
priorities and regrouping resources accordingly, with a 
view to redressing imbalances in the economic structure. 
These policy goals had already been incorporated into 
the global and structural targets foreseen by the current 
five-year plan, with an envisaged slowdown of more than 
2.5 percentage points in the rate of growth of NMP 
by comparison with the previous quinquennium. The 
medium-term target rate of 7 per cent was achieved 
in 1976, but structural imbalances were probably not 
significantly alleviated: a high and above-plan rate of 
industrial expansion contrasted with a decline in agri- 
culture (caused by an 8 per cent drop in livestock pro- 
duction) and a below-plan performance in some other 
sectors. Delays in completing investment projects, 
difficulties in meeting consumer demand for some basic 
products on the home market, and a deteriorating balance 
in foreign trade, made a new approach to development 
policy indispensable. The targets for 1977 were scaled 
down: a decrease of one and a half percentage points 
in the rate of growth of NMP and by as much as two 
percentage points in that of industrial expansion by 
comparison with 1976 were envisaged. 


The ranking of development priorities for particular 
sectors was changed with a view to linking more closely 
patterns of economic growth and active social policies, 


4 Based on the supplementary plan. The original five-year targets were as follows: 
NMP—10.0-11.0 per cent; gross output of agriculture—6.5-8.6 per cent; gross 
output of industry—10.2-11.2 per cent. 


€ Data at 1977 prices. Data for 1976 at constant 1977 prices are as follows: 
NMP—12 per cent; gross output of agriculture—19.4 per cent; gross output of 
industry—11.4 per cent. 


1 Including food processing. 


to stimulating the type of modernization which might 
bring rapid results, and to developing systematically 
export-oriented production capacities. Implementation 
of the food programme, stabilization of agricultural рег- 
formance, improvement in supplies to the home market, 
and acceleration in housing construction were the main 
topics of the sessions of the highest state and Party 
institutions held in the course of the year under review. 
Investment policies and foreign trade strategies were 
designed accordingly, in order to open up a process of 
systematic improvement in internal and external balances. 
It has been generally acknowledged that the successful 
implementation of the new policy orientation will go 
beyond the time horizon of one year, and that the solution 
of key issues cannot be expected before the end of the 
current five-year plan period. 


The 5.6 per cent rate of growth of NMP realized in 
1977 was in full conformity with the anticipated policy 
orientation. Structural disparities in major production 
sectors tended to be reduced. Nevertheless, the rate of 
industrial expansion exceeded the pace anticipated by the 
annual plan, while construction lagged behind. 


Agriculture was again the main factor responsible for 
limited results in 1977 in the policy of consolidation, with 
output falling for the third consecutive year; the negative 
rate of 3.6 per cent recorded for total current agricultural 
output was a consequence of a drop in crop production 
(7.5 per cent) and a slow recovery in animal products 
(a 1.5 per cent increase in relation to an already low 1976 
level). The supply of livestock production to the domestic 
market improved, therefore, to only a moderate extent; 
supplies of meat, aided by imports of about 150,000 tons, 
rose by 2 per cent. On the other hand, the recovery in 
livestock numbers was exceptionally strong, leading to 
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a 12.7 per cent increase in global livestock production and 
around an 0.8 per cent rise in global agricultural produc- 
tion. In the short run, these trends in agricultural pro- 
duction aggravated the already difficult situation in 
relation to grain supplies, in particular to feedgrains and 
other feedstuffs. 

In domestic production too, deliveries to the home 
consumer market and for export expanded at higher rates 
than deliveries of capital goods in the year under review. 
Thus, supplies of investment goods were reduced in 
relative terms, which was largely in conformity with the 
modest increase anticipated in investment spending. 
According to preliminary data for the first nine months, 
the trade situation improved, with a reduction in the 
deficit. However, the high target for export expansion 
(13 per cent) was not quite attained while, on the other 
hand, the low planned growth rate for imports of 2.7 per 
cent was exceeded (the actual rate was 5.5 per cent). 


The rate of over-all economic growth in Romania in 
1977 was the highest in the region—8.6 per cent—but 
short of the planned target (11.3 per cent), and the first 
single-digit rate recorded in Romania since 1970. It has 
been reported that the consequences of the earthquake 
disaster in March did not impair industrial production, 
which rose by 12.5 per cent. This provided the economic 
basis for a supplementary plan envisaging increased 
targets for NMP and output in major production sectors 
for the remaining three years of the current five-year plan 
period. As far as agriculture is concerned, gross output 
in 1977 was 1.3 per cent below the record level of the 
preceding year. Thus, the slowdown in over-all expansion 
was most probably the result of relatively sluggish per- 
formance in the other sectors of the material sphere. 
Reference has been made to difficulties in construction, 
and the target of a 20.3 per cent increase was under- 
fulfilled by a considerable amount. Growth in freight 
transport (in terms of ton/km) amounted to 3 per cent. 
Such a disparate profile of sectoral growth rates reflects 
mainly the pattern of investment outlays stipulated by the 
current five-year plan: more than 85 per cent of total 
investment spending has been allocated to the material 
sphere, of which almost 60 per cent for industrial invest- 
ments. Emphasis on accelerated growth in heavy indus- 
try—metallurgy, engineering, and chemicals with related 
energy projects—is the strategic option which may have 
induced not only a high rate of growth, but also an 
increasing degree of inter-sectoral imbalance. As far as 
foreign trade is concerned, imports and exports both rose 
by the high rate of around 15 per cent in value terms, and 
remained in balance. 

In the Soviet Union, deceleration in the rate of over-all 
economic expansion (more precisely in the rate of increase 
of domestically used resources/distributed NMP) was 
anticipated for 1977, by both the annual and the five-year 
plan.* Planned trends in foreign trade, aiming at an 
improvement in the trade balance, probably contributed 
to a lower rate of increase in distributed than in produced 
NMP. According to preliminary data, the trade surplus 
amounted to more than $1.6 billion in the first nine months 
of 1977. Growth in industrial production (a growth rate 
of 5.7 per cent) was the main factor contributing to the 
rate of economic expansion actually attained. However, 
within industry, relatively low growth rates of 2 per cent 
(coal, metallurgy) and 3 per cent (electricity, building 


6 See foot-note 1 on page 69. 


materials, food processing) were also recorded. The 
over-all deceleration, which was sharper than envisaged, 
was the consequence of developments in agriculture 
(a 3 per cent increase), construction (3.0 per cent) and 
freight transport (3.5 per cent). 


The process of recovery in agricultural production 
after the bad harvest of 1975 has now been going on for 


‚ two years. In 1976, crop production rose considerably, 


while livestock production experienced a decline. In 1977, 
the trends were reversed: crop production declined in 
relation to 1976. A decline was reported for most staple 
crops (grains—12.5 per cent, sugar-beet—6.6 per cent, 
potatoes—2 per cent, vegetables—8 per cent) and this 
may be only partially compensated for by the rise in 
production levels of cotton, sunflower-seed and, probably, 
fodder crops. On the other hand, livestock production 
experienced a considerable expansion after two successive 
years of decline. Livestock numbers rose, most impres- 
sively in pig breeding—an increase from a low figure of 
58 million at the end of 1975 to more than 70 million 
at the end of 1977. All rates of growth in livestock pro- 
ducts exceeded 5 per cent, meat output rising by 8.8 per 
cent. In spite of this increase in livestock production, no 
deterioration or increasing strains in feedstuff balances 
have been reported. Imports of grain for 1977/78 will 
probably not exceed 10 million tons (about 5 per cent 
of home production of grains in 1977). 


Reference has very often been made to delays in 
commissioning investment projects as one of the factors 
holding back the pace of economic expansion. This is 
a reflection of a lagging rate of growth in construction 
activity, and also of management deficiencies, particu- 
larly in relation to deliveries of required inputs. The level 
of gross fixed capital formation was kept at the planned 
level (122 billion roubles compared with a planned amount 
of 121.5 billion roubles), this representing a 3 per cent rate 
of growth by comparison with the preceding year. The 
rate of increase in fixed assets put into operation was 
about the same. This means that the ratio of completed 
projects to gross investment did not improve as planned, 
but remained about 90 per cent. The value of unfinished 
projects in the state and co-operative sectors exceeded 
80 per cent of total investment spending in 1977. 


In the Byelorussian SSR produced NMP rose by 5.0 per 
cent, about half a percentage point less than in 1976. 
Over-all economic expansion was less vigorous than 
envisaged in the annual plan, this being mainly accounted 
for by a decline in agricultural output. Industrial pro- 
duction recorded a high 8.3 per cent increase. Develop- 
ments for 1978 are planned in line with the medium-term 
targets: the rate of growth of NMP is planned to be higher 
than in 1977, at 6 per cent, but a considerable deceleration 
has been envisaged for industrial production. In 1975 and 
1976 industrial output had expanded at rates considerably 
exceeding the annual targets. 


Developments in the Ukrainian SSR in 1977 were more 
in line with the performance of the Soviet economy as a 
whole. The 5 per cent rate of growth of NMP reported 
for 1976 was maintained, but in the production structure 
by major sectors there were changes in trends relative to 
1976. Industrial output expanded by 5.7 per cent, a good 
deal more than the relatively modest 4.2 per cent rate 
recorded in 1976. The increase in agricultural output was 
3.6 per cent, a considerably smaller increase than that 
recorded in 1976, but a significant rate of growth nonethe- 
less, given that the recovery from 1975 had been already 
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vigorous in 1976. The output level of 48.6 million tons 
in 1977 marks a record in Ukrainian grain production. 
Low rates of growth in construction (a 2 percentage rise) 
and in freight transport (1.5 per cent) did nothing to 
intensify economic expansion. The targets for 1978 for 
NMP and industrial output envisage a slowdown in 
growth. 


(ii) Trends in allocations for domestic use 


As shown earlier, developments in 1976 and 1977 were 
largely in line with the medium-term policy orientations 
in all the countries of the region. However, discrepancies 
between the planned and actual pace of economic advance 
in major economic sectors and in the economy as a whole, 
and also between the planned and actual intensity of shifts 
within production and consumption structures, have 
appeared. Care has had to be taken to redress imbalances 
—external and internal—in order to consolidate economic 
growth at an optimum long-run rate, to raise efficiency in 
the use of resources, and to provide a basis for improve- 
ment in the material and cultural well-being of the 
population. It is against this background that the highest 
priority in the allocation of resources has been given to the 
redressing of imbalances in foreign trade, involving slower 
growth in resources available for domestic use (distrib- 
uted NMP) than in domestically produced resources 
(produced NMP). 


The five-year plans in Hungary and Poland were 
explicit in this regard (see table 1.2). In the Soviet Union, 
the five-year plan target of a 4.7 per cent increase in 
distributed NMP must be lower than the estimated 
planned increase of produced NMP. On the basis of the 
growth targets for major production sectors, the targets 
for the growth of produced NMP must exceed 5 per cent. 
In other countries, evidence supporting such a relationship 
between the rates of growth of the two aggregates is 
less direct, but the profile of rates relating to the expansion 
of foreign trade, investment spending and total consump- 
tion shows a high degree of similarity in policy approach. 
Annual data are available for six countries for the period 
1974-1976. They confirm that past trends were largely in 
line with the policies discussed above. In 1976 only the 
German Democratic Republic recorded a growth rate of 
distributed NMP higher than that of produced NMP. In 
Bulgaria, Czechoslovakia, Hungary and the Soviet Union, 
the two rates were in conformity with the planned 
pattern, and in the first three countries these trends were 
associated with a slowdown in over-all expansion. In 
Poland, the rates were virtually identical in that year, 
which represents a change in relation to previous years, 
when distributed NMP had risen faster than produced 
NMP. 


Data on actual trends in 1977 are not systematically 
available. Planned targets in Hungary, Poland and the 
Soviet Union were explicit in aiming to restrain allocations 
for domestic use, though actual trends in Hungary did 
not follow the planned pattern. An enlarged trade deficit 
by comparison with 1976 was probably a major element 
contributing to the very high expansion rate. The national 
plans for 1978 for the same three countries envisage 
continued efforts at restraint in this regard. Judging from 
the relationship between the two rates in question, the 
degree of restraint is planned to be very high in Hungary 
and Poland. 


TABLE 1.2 


Growth in produced and distributed NMP 
(Annual percentage change) 


iT 
Net material product 


Country and period Produced Distributed 
Bulgaria 
ом Ра 7.6 9.0 
о о 8.8 11.1 
1976S ас ee ee 6.7 5:5 
Czechoslovakia 
19749 eh a as. И 3 ee eee 5.9 8.0 
1970S ie et, oe ot ee ee OE 6.2 4.5 
1OT6 В See tro emer ВТ 2.6 
German Democratic Republic 
1974 eds cack: cee aie eee 6.4 6.0 
oy as кс ке RS 4.9 27 
1976. ee РТ ТЕ Зи 5.7 
Hungary 
gO TAM NORE: м ae beeen eae 6.9 12.6 
fe SERN ES AE “Sey RYE) aE 5.4 5.8 
fb gene tnt pt Oe BI RSE rated et 3.0 a1 
Plan” 1977 бе» coe Sais gees (eens 6.0-6.5 4.0-4.5 
По ТЕМЕ В КЕ 7.5-8.0 6.0 
Plan*1978., ос аи ве 5.0 2.0 
Ра 1976-1980 hes. hc, РМ 5.4-5.7 4.2-4.6 
Poland 
о ais mt 2 10.4 12.0 
фо Eee ee ee eee 9.0 10.9 
Тоби DOSES ee AE ie eee el 2 
Plan 1977708. ооо Braces 5.7. PH) 
Тост, SAE Ея 5.6 - 
Plan 1978: идеи oko 5.4 3.4 
Plan: 1976-1980 рев 7.0-7.3 4.8 
Soviet Union 
1974. Vets Soest овен 5.4 4.8 
1975s. ose Vee: EE ee На 4.5 4.1 
1976 of сне. синеве eae 5.0 4.7 
Рав, Е Ce Е 5.0 4.1 
Е Bera, наи >4.5* 35 
А Сс ОР a Sw he 4.0 
Plan':1976-1 9807. wy оке № >5.0* 4.7 


Source: As for table 1.1. 


Shifts in priorities in favour of the consumption of the 
population, with a view to redressing imbalances in home 
consumption structures, have been less accentuated than 
those affecting foreign trade balances. Their impact in 
restraining the expansion of investment allocations has 
accordingly been more modest, though in some countries 
planned shifts indicate considerable changes in favour of 
consumption (see text table below). 


Whereas Bulgaria and the Soviet Union envisaged a 
shift in favour of consumption as a medium-term target 
for the period 1976-1980, Hungary and Romania planned 
virtually no shift in the allocation of domestically available 
resources by comparison with the previous five-year 
period. Romania envisages that the shift in favour of 
consumption will not take place until the next quinquen- 
nium. The guidelines for economic and social develop- 
ment for the period 1981-1985, approved by the National 
Conference of the Romanian Communist Party in 
December 1977, call for a share of capital formation of 
30 to 33 per cent. 


Net investment (fixed and inventory) as percentage of NMP 


(Distributed NMP = 100) 
—————— 


Plan 
1971-1975 1976-1980 


1975 1976 1977 


Bulgaria с АЛ. Гея пои 28.1 26.0 32.8 29.0 25.0 26.9 
Czechoslovakia а el eee 27.0 26.0 25:5 
German Democratic Republic 22.4 ae 22.3 22.9 ba 
а 5h Pa arty a ae 24.5  25.0-27.0 25.9 25.2 27.0 Ais 
Olan Ree Sis о 35.0 ate ; 
И 35.2 34.3 31.4 32.7 
Net fixed capital formation 8 ad 28.4 26.9 26.8 24.0 
Romaniate.k epee we ИЗО 34.1“ 33.0-34.0 2 у т: ых 
SOvictaUniong +s а ee ee 26.2 24.6 24.3 26.3 ca.25.0 


Source: As for table 1.1. 


< Based on gross figures of unfinished construction and depreciation. 


More complete information is available on changes in 
1976. The data show decreasing shares of net capital 
formation by comparison with 1975 in Bulgaria, Czecho- 
slovakia, Hungary and Poland. In Czechoslovakia and 
Hungary, the recorded decrease was, however, very slight. 
On the other hand, the opposite tendency was evident for 
the German Democratic Republic and the Soviet Union. 
In the latter country, the shift was very pronounced— 
an increase of 2 percentage points in favour of net invest- 
ment. The decreasing tendency may have continued in 
1977, with Hungary as an exception owing to the 13 per 
cent increase in gross investment. Certainly Poland and 
the Soviet Union, for which figures are available, expe- 
rienced a notable decline in the share of net investment. 
There is a high degree of probability that these trends will 
continue in 1978, though the changes may be less sharp. 
The annual plans for 1978 provide for a 26.9 percentage 
share for net investment in Bulgaria and one of 32.7 per 
cent for Poland. This latter figure represents a slight 
planned increase, but a sharp drop is envisaged for net 
fixed capital formation only. Polish data show a high 
share of increment in stocks in total allocations, with a 
tendency towards increase; stocks may reach a level of 
between 8 and 9 per cent of NMP this year, if allocations 
proceed according to plan. 


The volume and the rate of expansion of allocations to 
gross fixed capital formation (gross fixed investment) is 
a key element in the global economic strategy and policy 
orientation adopted for the current five-year plan period. 
Decisions on this variable reflected not only development 
priorities relating to improvement in external and internal 
economic balances, but also anticipated changes in pro- 
duction patterns, another component part of the global 
policy of consolidating over-all economic growth. 


Anticipated developments relating to the volume and 
dynamism of investment allocations were determined by 
the exigencies of the new policy orientation rather than by 
past trends in this field during the 1971-1975 period. But 
there was considerable variation between countries in 
specific strategies. Bulgaria, Czechoslovakia, Poland and 
the Soviet Union anticipated reduced rates of expansion 
of gross fixed investment. The reduction was to be 
spectacular in Poland (a drop from an 18.4 per cent 
annual average rate of growth in the period 1971-1975 to 
an anticipated rate of 6.5 to 7.0 per cent for 1976-1980). 
The German Democratic Republic anticipated a slight 


acceleration. Romania was the only country where the 
expansion rate was to be maintained at a two-digit 
level. 


Trends in investment expansion in terms of volume and 
rate of growth have, however, diverged from the develop- 
ments envisaged by the current five-year plans in all the 
east European countries, except the German Democratic 
Republic. (For detailed analysis, see section on invest- 
ment.) Rates of investment growth lagged considerably 
in 1976, but then overshot by a good deal in 1977 in 
relation to medium-term targets. The widest variation was 
recorded for Hungary: a zero growth rate in 1976 and a 
13 per cent increase in 1977 (see table 4.1). Investment 
trends in 1976 were characterized in all the countries cf 
the region by a radical slackening by comparison with 
1975. Only the German Democratic Republic recorded a 
rise in the rate in that year. The picture was different in 
1977, however, with a sharp acceleration in investment 
spending. The planned developments for 1978 may 
imply a new reversal towards low growth rates, with 
Hungary anticipating the maintenance of the 1977 level 
of investment expenditure. This policy orientation has 
been backed up by restrictions in credit policies and in 
the use of enterprise funds which have been in force since 
the beginning of 1978. For the current year, the German 
Democratic Republic likewise envisages a decelerating 
growth rate. Only Romania has foreseen an acceleration, 
which should bring the growth rate of investment spending 
from 11.5 per cent in 1977 up to 16.8 per cent in 1978. 


Fluctuations in the rate of investment expansion in the 
Soviet Union have been rather moderate, and have 
followed the path anticipated by the current five-year plan. 
After a radical reduction in the growth rate in 1976 by 
comparison with 1975, investment expansion slowed down 
even further in 1977. In both years, however, the recorded 
rates were only 0.6 percentage points below the rates 
called for by the medium-term plan. The growth rate 
planned for 1978 is just 0.5 percentage points above the 
five-year plan target. 

If the rates set by the annual plans are realised in 1978, 
the accumulated investment spending for the first three 
years of the current five-year plan period will be short of 
the volume anticipated by the five-year plan in all the 
countries of the region, with the exception of the German 
Democratic Republic. The lagging behind of cumulative 
volumes of investment might be most marked in Poland 
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and Czechoslovakia (about 7 and 8 percentage points 
respectively). 

The pattern of investment allocation by main sectors of 
the material and non-material spheres in 1976 (the last 
year for which full data are available) did not change much 
by comparison with 1975 in spite of radical changes in 
growth rates of investment spending. Shifts in percentage 
shares of the material and non-material spheres did not 
in general exceed +1 percentage point. (In Bulgaria alone 
there was a shift amounting to 1.6 percentage points in 
favour of investment in the non-material sphere—see 
table 4.6.) For the majority of the countries, only slight 
shifts occurred in the shares of investment allocated to 
industry and agriculture respectively. Hungary recorded 
more accentuated shifts than other countries; an increase 
of 2.5 percentage points in the share of industrial invest- 
ment in 1976 and a decline in that of agricultural invest- 
ment amounting to 0.8 percentage points. Romania has 
planned the most far-reaching structural shifts for 1978: 
the share of investment in industry is to rise to 56 per 
cent of total investment (an increase of more than 8 per- 
centage points), while in agriculture it is to be reduced to 
around 11 per cent (a decrease of about 3 percentage 
points). 

Thus, shifts in the structure of investment allocation 
have been on the whole rather modest in recent years. 
They have not been oriented towards increasing the shares 
of the non-industrial sectors, which might have seemed a 
likely objective within a policy of balanced growth, in the 
light of the high priority granted to investment in industry 
in the past. One possible explanation for the slow pace 
of change in investment structures, apart from resistance 
to change within the existing structure, may lie in the 
multitude of criteria for investment priorities. Export 
promotion, orientation towards domestic resources and 
the consumer market, savings in labour, fuel and raw 
material inputs, increased intensiveness in research and 
advanced technology, are only the most frequently 
quoted. The application of so many priority criteria 
in the allocation of investment resources may slow down 
changes in the pattern of investment allocation, and 
produce mixed tendencies in relation to planned develop- 
ments. Thus, the structural shifts recorded in 1976 and 
1977 could not have had a great impact on changes in 
global investment efficiency (ratio of NMP to investment 
spending). 

The problem of investment efficiency has come to the 
fore as the most important factor which can contribute to 
an acceleration of over-all expansion in the context of 
restrictive policies in allocating investment resources. 
In order to step up efficiency in investment, special 
attention has been paid to the issue of concentration and 
reduction of the degree of dispersion of investment 
resources. The strategy based on the objective of balanced 
growth requires a new optimum structure of centralized 
and decentralized investment, and a couple of years is 
too short a period to build up a system of management 
of investment resources conducive to the optimization of 
these structures. The same type of problem affects the 
implementation of the increased priority being given to 
investments designed to modernize and reconstruct 
existing capacities. 

Delays in commissioning production capacities have 
been very frequently quoted as a factor contributing to 
the slackening of economic expansion. Policy measures 
to stimulate more rapid completion of investment projects 


did not, however, bring about any very notable improve- 
ment in ratios of fixed assets brought into operation to 
gross fixed capital formation in any country of the region 
in 1976 by comparison with 1975, or in 1977 by compari- 
son with 1976 for those countries for which figures are 
available (table 4.4). (This might, however, be partly a 
result of the changing structure of investment projects by 
length of gestation period.) As the Secretary-General 
of the Communist Party of the Soviet Union stated in 
December 1977, the problem of improving performance 
in the field of investment and of increasing investment 
efficiency requires that “а whole series of critical problems 
should be solved simultaneously”. The fluctuations in 
rates of investment expansion experienced in 1976 and © 
1977, and anticipated for 1978, indicate the transitional 
character of existing investment systems in the majority 
of the countries of the region. 


(iii) Changes in factor inputs and efficiency 


The management of human and material resources 
has proved to be more difficult than anticipated by the 
current five-year plans. Availability of resources has been 
tighter than envisaged, and growth rates of inputs have 
often remained below the planned levels, as a consequence 
of reduced domestic supplies in both labour and material 
inputs. This reflects a long-term downward tendency in 
labour supplies, and the more modest than planned 
performance of agriculture and the branches producing 
energy and raw materials. In addition, targets for intensi- 
fied economies in all inputs have not been met. Shortages 
in material inputs have only in part been compensated 
for by imports. 


In the field of manpower supplies, the level of domestic 
potential for additional employment has been falling 
steadily. In some countries, labour shortages have had 
adverse effects on full capacity operation in many 
branches of the material sphere. Policy measures aimed 
at reallocating existing manpower and stimulating more 
rational policies in relation to labour at the enterprise 
level have in the main fallen short of expected results in 
global terms. Even countries with relatively high rates of 
increase in employment have experienced a decelerating 
trend—this has been particularly the case in Poland. The 
scope for structural shifts in employment on sectoral and 
regional dimensions has been much reduced. The regional 
aspect has been of exceptional importance in the Soviet 
Union, where the availability of labour east of the Urals 
is the key issue in the economic development of these vast 
and resources-rich regions. The outflow of manpower 
from agriculture has slowed down in all countries (with 
the exception of Romania), owing in some cases to the 
relatively low share of farm labour in total manpower 
(in Czechoslovakia and the German Democratic Repub- 
lic), in others to institutional constraints (small-scale 
farming in Poland), and, in more general terms, to the 
slow application and dissemination of modern, labour- 
saving technology in agriculture, and the deteriorating 
age and sex structure of rural labour. 

This shortfall in labour supplies has not, however, been 
compensated for by any extra increase in /abour produc- 
tivity, in global or in sectoral terms. For many reasons, 
labour productivity has in fact grown more slowly than 
in periods when the situation on labour markets was less 
strained. A slower advance in labour productivity was, 
indeed, envisaged by the current five-year plans in several 


General developments 77 


of the countries of the region.? Trends in 1976 and 1977 
in labour productivity followed growth rates of NMP 
closely. As rates of increase in employment in the material 
sphere were in most countries only a little above zero, 
the increment in over-all economic expansion must have 
corresponded almost exactly to the rate of productivity 
increase. It follows from this that growth rates of labour 
productivity in 1976 and 1977 must have remained below 


those envisaged by the five-year plans in the majority of 
countries. 


As will be shown later on, a close association between 
changes in global labour productivity and those in global 
capital intensity (ratio of fixed assets to employment) is 
characteristic for all the countries of the region. It seems 
then, that capital intensity has had a much stronger 
impact on changes in labour productivity than the 
“residual”, or qualitative factors.® 


It can easily be seen from chart 1.1 that fixed assets was 
the most dynamic macro-economic aggregate, expanding 
at high growth rates in all the countries of the region, 
during the period 1971-1975. In all cases, the upward 
trend in stocks of fixed assets in the material sphere 
(which comprises all production sectors) has been more 
marked, and has required relatively larger quantities 
of resources than has been the case in the rest of the 
economy (see table 1.3). This is the result of policies 
relating to the allocation of investment by major sectors, 
and even more directly to changes in the sectoral struc- 
ture of fixed assets brought into operation. 


The figures in the table and curves in the chart suggest 
a close association between rates of growth of stocks of 
fixed assets and those of NMP. In Czechoslovakia, the 
German Democratic Republic and Romania, the trends 
in expansion of NMP and fixed assets in the material 
sphere were almost identical during the 1971-1975 period. 
After 1975, the capital stock grew faster than NMP in 
these countries. This kind of interrelationship between 
the two aggregates was visible for the other countries of 
the region before 1976. The largest spread between the 
two trends was in the Soviet Union. Poland is the only 
country of the region which has recorded slower growth 
in fixed assets relative to the growth of NMP, but in 1975 
and 1976 the process of catching-up took effect, and by 
1976 the break-even point had been reached. 


7 Economic Survey of Europe in 1976, part П, р. 19. 


8 Among the most frequently quoted qualitative factors contribut- 
ing to an increase of labour productivity are the introduction of 
new technologies, increased use of production capacities, changes 
in the structure of manpower by skills, decrease in the number of 
lost working hours and days, reduced unit inputs of energy and 
raw materials and reduced material costs in general, rationalization 
in management and allocation of resources, and improvement in 
the organization of production processes. There are plenty of 
references in policy statements, plan and plan-fulfilment documents, 
and in the professional literature in all the countries of the region 
to this dimension of labour productivity growth, economic efficiency 
and the quality of growth, and also to the notable results obtained 
in this regard in many enterprises or branches. Nevertheless, the 
contribution of these factors to changes in labour productivity and 
efficiency in the economy as a whole, or in its major sectors such 
as industry and agriculture, is usually presented in purely qualitative 
terms. It appears that up to now their contribution has been potential 
rather than actual. Thus, they are frequently referred to as reserves 
which, if efficiently and rationally utilized, might provide consider- 
able support to the acceleration of economic expansion through 
rapidly rising labour productivity. This might mean a new feature 
of economic growth, a kind of transition from “intensive” to 
“qualitative” growth. On the whole, changes in “embodied” tech- 
nology (largely fixed assets) have looked in the past to be by far the 
most significant factor in stepping up labour productivity. 


TABLE 1.3 


Changes in NMP and stocks of fixed assets 
Undices; average for the period 1968-1972 = 100) 


Fixed assets 


Country and period NMP Total Material sphere 

Bulgaria 
О tee as ees aes es 133.6 135.0 141.0 
1975" So at, ЮАО 145.2 146.6 154.2 
ISTO eine wee 155.2 158.0 166.0 
а раса ЧЕ 165.1 a se 

Czechoslovakia 
OTA с oe ae 124.3 122.2 123.9 
OTSA Те К. 132.1 129.6 132.8 

131.8 а 

LO Ome tees. и 136.6 137.3 140.8 
DOT Teme тет oe 143.5 at 

German Democratic Republic 
DRS Eo AM. ТЫ ее 124.1 117.6 124.4 
О о. 130.2 123.1 132.0 
Об Инне 135.0 128.6 139.6 
ASH BAG Sree ЗА ее 142.0 Ke 

Hungary 
EE a ee MS. See, Came 128.1 IPAM 133.4 
О Go. cs Nee Bac 135.0 134.3 141.9 
а cok 139.0 143.5 153.0 
Е irae van ei eae 150.1 a5 

Poland 
OTA м 142.0 122.2 132.6 
TOTS ag О ee 151.8 131.6 146.0 
IOTO ie Bt fw eae es els 162.7 141.5 160.5 
ПО ое 171.0 an 

Romania 
а Fc abe 149.4 139.8 147.2 
1975 or eer ome etme 164.8 156.5 168.5 
TOTG = Sok ot м. 182.1 19253 187.6 
1977 RPE es 202.6 д 

Soviet Union 
TOPE co ax АЗ SOR 12763 134.7 139.0 
197 Swetar a. ce eo Ruan ee 133.0 145.2 151.0 
об «ance teas 139.7 155.7 163.2 
ORT ect ites woe a ee 144.6 165.5 174.9 


Source: National statistics. 
@ Change in the constant price base. 


A high degree of stability in growth rates of stocks of 
fixed assets has been common for all the countries of the 
region, while a tendency towards accelerated expansion 
has become noticeable in some countries in recent years. 
It seems unlikely, then, that there will be a sudden reversal 
of this tendency, and a significant reduction in the over-all 
degree of capital intensiveness. The text table below 
presents systematic evidence supporting this view. 

The figures in the table demonstrate a high degree of 
similarity in ratios between two years very much different 
with regard to policies on investment expenditure. 
Whereas in 1975—the final year of the previous quin- 
quennium—investment activity had been strongly expan- 
sionary by comparison with the preceding year, in 1976— 
the initial year of the current five-year plan period— 
investment performance was constrained by markedly 
restrictive policies. In that year, the volume of investment 
spending in the majority of the countries of the region 
remained close to the 1975 figure. As noted earlier, the 
share of fixed assets brought into operation in total 
investment has changed rather slowly in global terms, in 
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CuartT 1.1 CHART 1.2 


Changes in gross product, Efficiency indicators 
net material product and factor inputs 


Gross product ———— _ NMP?/gross product ratio 


————._ Ratio of NMP to employment in the 


Net material product 7 
material sphere 


Еее Employment, total -—.—.—. Fixed assets/employment ratio, total 
economy 

—-—— Employment, materialsphere зн Fixed assets/employment ratio, material 

г sphere 

-—-—-—- Fixed assets, total —-—-— Total fixed assets/NMP ratio 

settee eens Fixed assets, material sphere ---—--—- Fixed assets in the material sphere/ 
ММР ratio 
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CuHarT 1.1 (concluded) СНнАвт 1.2 (concluded) 
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Fixed assets brought into operation (A) and annual increments in 


ee assets (B) as percentage of total fixed assets in the material 
sphere 


(Fixed assets at mid-year value) 


Country and period A B 

Sgt a ae а Де LN ль a eg КА СИН 
Bulgaria 

т ee 10.5 8.6 

а НИЛ. 9.1 7.1 
Czechoslovakia 

О ЛАЙ 8.0 6.3 

оо Ио НИ 7.9 6.1 
German Democratic Republic 

CHEN о Oey с a ee ee ate 5.5 

О бор Зы ао Ra Se Si ОИ д 5.7 
Hungary 

Ц А и. 10.3 6.0 

Ос ра ооо 9.7 af? 
Poland 

LOTS Mea rte enc. И sie 9.1 

197 GIR See PR Не cubes eis 9.5 
Romania 

г 9 с оо ес 13.2 12.6 

ке Ue 11.9 10.2 
Soviet Union 

Ор Se Se ok ~ ei ee en ee at 5.1 

О че Hay Poms ве 4.8 


Sources : National statistics. 


spite of very strong policy emphasis on completion on 
schedule and modernization of production capacities. . 


Policies oriented towards modernization and _ ге- 
equipment of existing capacities might be thought to 
entail accelerated scrapping of obsolete capacities. In 
fact, however, the share of increments to fixed assets in 
the value of fixed assets brought into operation has been 
high, in most cases close to 80 per cent, and this pushes 
up the value of stocks of fixed assets, and therefore also 
the over-all degree of capital intensiveness of the economy. 


The dynamics of the over-all degree of capital inten- 
siveness in the economy can be analysed by comparing 
changes in stocks of fixed assets with changes in employ- 
ment. During the period 1970-1976, employment in the 
material sphere rose, in fact, by rates not exceeding 0.2 per 
cent annually in Bulgaria, the German Democratic 
Republic, Hungary and Romania; higher rates, but below 
1 per cent, were recorded in Czechoslovakia in 1975 and 
1976. A growth rate of 0.9 per cent was envisaged in the 
Soviet Union for the current five-year period, but in the 
event employment rose more slowly than forecast in 1976 
and 1977. While an annual growth of 2.2 per cent in 
employment in the material sphere was reported for 
Poland in the previous quinquennium, a drop in the rate 
to about 0.5 per cent occurred in 1976. An even smaller 
increase was probably recorded in 1977. As changes in 
the level of employment in the material sphere have, 
therefore, been much smaller than those in the stock of 
fixed assets, the increase in the over-all degree of capital 
intensity has followed changes in the stock of fixed assets 
very closely (see chart 1.2). Growth in capital intensity 
exceeded that in labour productivity in all countries, but 
the break-even points were reached in different years. 
There are only two countries, Bulgaria and Poland, in 
which labour productivity has risen more rapidly than 
capital intensity. But even in these countries accelerated 
growth in capital intensity in recent years has reduced the 
gap, and indices of capital intensity may have exceeded 


those of labour productivity in 1977 (see text table 
below). 


Capital intensity and labour productivity in 1976 
(Indices; average for the period 1968-1972 = 100) 


Break-even Labour Capital 
Country year productivity intensity 

Виана ©) a 1977* 153.2 152.3 
Czechoslovakia ...... 1974 129.0 133.1 
German Democratic Republic 133.6 138.2 
Hungary) ое. 137.5 154.6 
Poland Wa as te re a 1977 а* 146.6 144.8 
Romania о... .. 1974 179.5 185.0 
Soviet Union ....... 129.0 151.6 


Sources: National statistics. 


i In 1971 capital intensity grew faster than labour productivity in terms of the 
ven ь 


These trends in capital intensity and labour productivity 
imply changes in levels of capital efficiency. Increasing 
capital-output ratios (COR) have been common for the 
majority of countries of the region. In 1976, all countries 
recorded increasing CORs, including Bulgaria and Poland, 
where CORs had been decreasing or stable before 1976. 
In the light of the high degree of stability in trends in 
fixed assets and employment, and also given the growth 
rates of NMP attained in 1977, it is most likely that the 
tendency to increasing CORs continued in that year. The 
prospects for 1978 do not suggest any radical shift in 
these trends. Thus, improvements in factor efficiency may 
contribute only modestly to the intensity of over-all 
expansion. 


(iv) Developments in foreign trade and over-all 
economic growth 


In all the countries of the region, reference has been 
made to changing economic and trade conditions in the 
world economy, and to increasing difficulties in maintain- 
ing the impetus of foreign trade as a factor stimulating 
national development trends. The evaluation of the 
impact of external conditions on domestic economic 
performance contained in the current five-year plans has 
proved to be too optimistic. Changes in external economic 
relations have been less propitious to domestic develop- 
ment than expected. This is particularly true in relation 
to east-west trade, where the slow pace of economic 
recovery in the western market economies has been a 
factor holding back the planned process of adjustment 
in foreign economic balances. The reassessment of 
foreign trade strategy, and the establishment of new 
methods of linking external trends with domestic develop- 
ments, has become a matter of increasing urgency. 
Greater and greater economic and financial efforts have 
been necessary to maintain trade flows in balance and, 
at the same time, to avoid disturbing the dynamism of 
domestic production and consumption structures. In 
addition, growing deficits in trade with industrial market 
economies and an increasing level of external debt, 
resulting largely from highly intensive economic expansion 
in a changing international context in the period since 
1973, has brought to the fore the issue of financing trade 
and repaying debts. 

The global development strategies underlying the 
current five-year plan are very strongly influenced by 
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considerations of restoring and maintaining balance in 
foreign trade and payments, in particular with western 
market economies. This policy orientation has strongly 
influenced the decisions taken in most of the countries of 
the region relating to shifts in development priorities and 
to a reduced pace of anticipated over-all economic 
expansion by comparison with the previous five-year 
period. In the field of foreign trade, a new strategy has 
been evolved, with the aim of stimulating the intensive 
expansion of exports and keeping imports under stricter 
and more selective control than in the previous period. 


Remarkable results were achieved as early as 1976 in 
this connexion. Trends in exports and imports in the 
region as a whole, and in most individual countries, were 
largely in conformity with the policy of accelerating 
export expansion—exports in volume terms for the 
region as a whole rose 3.8 per cent in 1975 but 7 per cent 
in 1976—and of decelerating import flows—growth rates 
of imports into the region were 7.8 and 6 per cent in 1975 
and 1976 respectively. These trends produced a consid- 
erable reduction in trade deficits. (For more details, see 
section on foreign trade.) 


Changes in the trade with industrial market economies, 
and that with developing areas, taken separately, followed 
the same pattern of export and import expansion, and this 
led to a reduction in the deficit in trade with western 
countries and an increase in the surplus in trade with 
developing countries. A deceleration in the growth of 
trade between the countries within the region (intra- 
CMEA trade) was also recorded: the growth rate of the 
intra-CMEA trade turnover fell from 8.1 per cent in 
1975 to 5.4 per cent in 1976. Data for developments in 
foreign trade in 1977 as a whole are not available, but 
rates of growth for the first nine months of the year 
indicate a great degree of similarity with the developments 
of the previous year. In the period January to September 
1977, total exports of the region expanded at an estimated 
9 per cent rate in volume terms, while imports rose by 
5 per cent. In east-west trade, eastern exports rose by 
only 3 per cent, while imports declined by 5 per cent. The 
trade deficit was reduced and might possibly be below 
$5 billion for the whole of 1977, a reduction of $2.5 billion 
in relation to 1976. These sluggish trends in east-west 
trade were compensated for by a vigorous expansion of 
exports to developing areas (an estimated 28 per cent 
increase), and an acceleration in intra-CMEA turnover 
from a 5.4 per cent increase in 1976 to an estimated 9 per 
cent increase in the first nine months of 1977. The 
difficulties and restrictions affecting trade with western 
market economies brought about a shift in the regional 
structure of total trade in favour of шна-СМЕА trade 
and trade with developing countries. 


The improvement in foreign trade balances has not 
solved the problem of financing foreign trade. This has 
been particularly difficult in the case of east-west trade. 
The slow development of exports to the west has limited 
the scope for earning the convertible currency needed not 
only for imports, but also to manage and repay external 
debts. The practice of linking import transactions to 
compensation and counterpart delivery agreements has 
been on the increase and will probably develop further 
in the future. In addition, there has been a sustained 
demand for credits on foreign financial markets. This 
kind of problem is not present in intra-CMEA trade 
because of the scope for organizing trade on the basis 
of long-run trade and payments agreements. Nevertheless, 


a problem of trade finance does exist, although in a 
different context. On several occasions reference has 
been made to the need to transform the transferable 
rouble into an intra-CMEA convertible currency. 


Promotion of export expansion as a policy objective 
has been closely linked to corresponding changes in 
domestic policies and, in particular, to the ranking of 
investment priorities. In almost all the countries of the 
region, investments in capacities which improve export 
potential have been given the highest priority. Hungary 
has paid special attention to this problem. In 1976, the 
National Bank of Hungary established a credit fund for 
financing export-oriented investments. The fund amount- 
ed to 45 billion forints (which equals roughly 25 per cent 
of total investment in 1977). A large part of this credit was 
granted to enterprises in the form of investment loans 
during 1977. This was one of the main factors contrib- 
uting to the above-plan expansion of investment spending 
in that year. In the guidelines-on long-term economic 
policy in foreign trade, adopted by the plenary session of 


the Central Committee of the Hungarian SWP in October 


1977, the orientation towards intensive export expansion 
was adopted as a key long-term foreign trade strategy. 
But the principle of selectivity in subsidizing exports was 
strongly stressed; subsidies on “uneconomic exports” 
will be cut. As far as intra-CMEA trade is concerned, a 
policy of adjusting the exchange rate of the forint was 
envisaged as an economic policy measure for 1978, with 
a view to compensating for stepped-up contractual prices. 


In Czechoslovakia, industrial deliveries for export are 
planned to increase by 8.5 per cent in 1978, as compared 
to corresponding rates of 4.8 per cent for deliveries to the 
home market and—even lower—of 3.2 per cent for 
deliveries for domestic investment. 


The Second National Conference of the Polish UWP, 
held in January of this year, confirmed the high priority 
attached to the development of export-oriented capacities 
in terms of current resource allocation. At the same time, 
export expansion was approved as a long-term policy 
objective. The import of grains is an issue with a specific 
character in Polish foreign trade. Poland has been a net 
importer of grains in past years. In 1977, an intensive 
programme of development of livestock breeding, 
together with poor performance in crop production, made 
the import of large quantities of grains and feedstuffs 
necessary. The shift in the commodity structure of Polish 
imports in favour of grains has probably slowed down 
the process of modernization in the Polish economy, as 
the share of capital goods and imported technology has 
been reduced. Similar effects, though of a much smaller 
degree of intensity and importance for |the development 
of domestic production and consumption structures, are 
observable in the other grain-importing countries such as 
Czechoslovakia, the German Democratic Republic and 
the Soviet Union. 


In 1977, some countries (Bulgaria, the German Demo- 
cratic Republic and the Soviet Union) began the reorgani- 
zation of management in foreign trade. The objective 
was to introduce new methods of linking domestic 
structures with the performance of foreign trade organi- 
zations. In the German Democratic Republic, the 
intention was to establish an institutional framework for 
improved co-ordination between final users of imported 
equipment and those who actually buy the equipment 
abroad (i.e. the foreign trade organizations). In the 
Soviet Union, central control was strengthened; Gosplan 
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was given increased responsibility in the field of foreign 
trade, and import and export levels will now be set for 
each industry by the planning authorities. The new role 
of Gosplan reflects the greater impact of foreign trade on 
trends in the domestic economy. 


(у) Policy objectives for 1978 and long-term programmes 


Conditions for economic development in the national 
and international context in 1977 have not permitted 
policy-makers to take an optimistic approach in planning 
rates of over-all expansion for 1978. The basic policy 
orientation for the current year in the majority of the 
countries of the region is largely towards the continuation 
of economic expansion at the pace achieved in the pre- 
ceding year, a policy objective in conformity with the 
strategy of consolidating economic growth over the long 
run. In most cases, the objective of reducing strains in 
domestic and foreign balances has been explicitly stated 
in the plans for 1978. This might lead to a fuller and more 
rational use of available resources and, consequently, to a 
rise in over-all economic efficiency. It is against this 
background that the growth rates of NMP stipulated in 
the 1978 plans have emerged. 


In the majority of the countries of the region, targets 
for the growth of NMP for 1978 have been set largely at 
a level close to that of the actual rates in 1977. Accord- 
ingly, the growth of produced NMP for the region as a 
whole for 1978 has been scheduled to attain an estimated 
aggregate growth rate of 5 per cent. The data in table 1.1, 
based on figures for distributed NMP for the Soviet 
Union, suggest a slight acceleration in growth, from a 
4.2 per cent increase last year to an anticipated 4.6 per 
cent rate for 1978. The figures for the Soviet Union 
and eastern Europe, taken separately, reflect the same 
trend. For eastern Europe, taken as a whole, an aggre- 
gate growth rate slightly exceeding 6 per cent—the 
rate achieved in 1977—is anticipated. On an inter- 
country basis, this target rate is a result of an anticipated 
acceleration in Bulgaria, Czechoslovakia and Romania 
(a very marked one in the last country) and a planned 
deceleration in the remaining three countries, though with 
Hungary alone envisaging a radical reduction in the growth 
rate. A continuation of the rate of over-all expansion 
at an estimated 4.5 per cent in terms of produced NMP, 
the same as in 1977, has been scheduled for 1978 in the 
Soviet Union. In terms of distributed NMP, the Soviet 
planners envisage a slight acceleration by half a percentage 
point in comparison with last year. This probably refiects 
changes in targets for foreign trade, rather than in the 
intensity of domestic economic expansion. 


From the point of view of changes in production 
structure by major sectors, industry is still the sector 
planned to contribute most to over-all expansion. For 
the majority of countries, however, developments anti- 
cipated for 1978 show a pronounced tendency towards a 
decreasing level of intensity of industrial expansion by 
comparison with the previous year. The aggregate growth 
rate for the region as a whole has been scheduled at 5.2 per 
cent, more than 1 percentage point below the 1977 rate. 
Decelerating trends have been planned in both eastern 
Europe and the Soviet Union. The planned rates do, 
indeed, imply industrial expansion at a pace considerably 
below that of the five-year plan targets. It is true that a 
slowdown in industrial expansion was planned as early 
as 1977, but actual growth rates exceeded targets in almost 
all countries. In terms of the growth elasticity of industry 
(ratio of growth rate of industrial output to growth rate 
of NMP), the anticipated slowdown in 1978 should bring 
the coefficient of this elasticity for the region as a whole 
down from the 1.28 reported for 1977 to 1.10. This is 
fairly close to the coefficient envisaged by the targets for 
1977, but it is considerably below (by about 10 per cent) 
the estimated 1.20 coefficient implied in the targets for 
industrial growth and growth of NMP envisaged by the 
current five-year plans. 


In 1978, therefore, all countries envisage much more 
support to economic expansion from non-industrial sec- 
tors than was the case in 1977. Except for Bulgaria and 
the German Democratic Republic, all countries envisage 
an increase in agricultural output at rates which call for 
an all-time record (see text table below). 


In estimating prospects for achieving the 1978 targets 
in agriculture, account must be taken of wide annual 
fluctuations in agricultural production. Nevertheless, the 
high priority given to accelerated expansion in livestock 
production, which has already produced significant 
results, in particular in Poland and the Soviet Union, 
might be a decisive factor in mitigating the effects of 
possible bad harvests. 


Two countries of the region do not fit this profile of 
economic growth in NMP, industry and agriculture— 
Hungary and Romania. Hungary, having experienced 
wide fluctuations in over-all growth and also in the 
growth patterns of major production sectors, with low 
rates in 1976 and high rates in 1977 by comparison with the 
corresponding five-year plan targets, has adopted for 1978 
a policy of consolidating growth, by bringing the 1978 tar- 
gets down towards the medium-term plan rates. A target 
of 5 per cent for growth of NMP has been set for this year. 
Restrictive policies on any increase of allocations for 


Agricultural output 
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domestic use (planned 2 per cent growth of distributed 
NMP), for investment (zero growth rate) and also for 
imports (a 3 to 5 per cent increase is planned for imports 
from western market economies) are planned to support 
implementation of this aim. The targets for expansion 
in major production sectors have likewise been reduced 
by comparison with 1977. In brief, a transition to a 
policy of consolidation has been envisaged for all sectors 
- of economic activity and, if the main targets are implemen- 
ted, the profile of Hungarian economic growth will be 
broadly in line with the five-year plan targets. 


In contrast, Romania has opted for a policy of maxi- 
mizing economic expansion in all production sectors and, 
consequently, in the economy as a whole. In spite of the 
shortfall in the rate of growth of NMP in 1977 by more 
than two and a half percentage points, the Central 
Committee of the Romanian Communist Party adopted 
in October 1977 a supplementary plan for the remaining 
years of the current five-year plan period. The plan 
provides for an acceleration in economic growth, and key 
targets were raised by comparison with the original five- 
year plan (see text table below). 


The supplementary plan was confirmed by the National 
Conference of the Romanian Communist Party in Decem- 
ber 1977. At the same time, the annual plan for 1978 was 
released. It is obvious that both plans are based on the 
same global economic strategy. However, there is a 
difference in that the 1978 targets are set at higher rates 
than those in the supplementary plan, with a view to 
compensating for the below-plan performance in 1977. 
The targets for growth of NMP and agricultural output, 
and probably those for some other sectors of the material 
sphere as well, exceed the medium-term planned rates. 
The exceptions are industry and construction, where 
reduced rates of growth are envisaged by comparison 
with 1977. The anticipated acceleration in over-all growth 
is to be supported by a 16.8 per cent increase in gross 
fixed capital formation, and by an even more vigorous 
expansion in foreign trade turnover (growth target of 
19.1 per cent). 


LONG-TERM PROGRAMMES 


The preparation of the annual plans for 1978 provided 
an occasion for reassessing past performance by compar- 
ison with the current five-year plan targets. As a result, 
new guidelines and directives were worked out in some 
countries, covering not only economic development in 
the remaining years of the current five-year plan period, 


but also the longer time horizon going beyond the year 
1980. 


In Romania, the December National Conference of the 
Romanian Communist Party also approved guidelines 
for the 1981-1985 period. The main objective embodied 
in these guidelines is to maintain economic growth at a 
high rate (see text table below), in order to reach a level 
of national income per capita of $2,400-2,500 and thereby 
to “enter the stage of being an average developed coun- 
try”. Intensive industrialization, with emphasis on heavy 
industry—particularly metallurgy, machine-building, 
chemicals and related projects in the field of power and 
fuel—will remain a key policy. By the end of the 1981- 
1985 period, industry is expected to contribute 70 per cent 
to NMP. In agriculture, two targets are specified: grain 
production of 28 to 29 million tons, and a 44 to 45 per- 
centage share of animal production in total agricultural 
output by 1985. As mentioned earlier, the rate of accu- 
mulation is to be reduced to 30-33 per cent of NMP. 
Investment outlays are planned to rise by 40 per cent in 
relation to the period 1976-1980; 85 per cent of total 
investment resources will be allocated to the material 
sphere, most of it to industry. 


Special attention has been devoted to long-term prob- 
lems in Czechoslovakia also. In order to create conditions 
for smooth development of the economy, directives for 
the elaboration of the annual plan for 1979 have been 
approved simultaneously with the plan for 1978 in that 
country. Development policy has been oriented to 
“maintaining dynamic and essentially balanced develop- 
ment in 1979”. The anticipated target rates for that year 
have been set slightly higher than those for 1978: NMP is 
to rise by 5 per cent (as against 4.9 per cent for 1978), 
industrial output by 6.0 per cent (as against 5.6 per cent) 
and gross fixed capital formation by 6.0 per cent (1978 
target—5.6 per cent). The latter two targets are, however, 
still below the corresponding targets in the current five- 
year plan. But the planned trends are in line with the new 
strategic orientation towards redressing imbalances. It 
has been emphasized that it is essential to eliminate all 
barriers to the rapid introduction of science and technol- 
ogy into production and, in addition, to reduce rates of 
increase in stocks and in the consumption of power and 
fuel, and to discourage the expansion of labour-intensive 
production lines. All these issues are related to potential 
sources of imbalance in the Czechoslovak economy. Two 
plenary sessions of the Central Committee of the Com- 
munist Party of Czechoslovakia, held in May and 
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November 1977, dealt with problems of food supply to 
the home market, and of long-term development in 
agriculture, and national self-sufficiency in food produc- 
tion was put forward as the ultimate goal. 


The outline of the programme for the preparation of 
basic targets for long-term development in the period up 
to 1990 was also approved in 1977. The main objective, 
“an integral part’ of this plan is to “ensure a smooth 
transition” from the sixth (current) to the seventh five- 
year plan (1981-1985). By 1990, social product and NMP 
should be about, or slightly over, 100 per cent higher than 
in 1976, which implies an average annual increase of 4.5 
to 5 per cent during the decade 1981-1990. The increase 
in industrial production is programmed at a rate of 5.0 
to 5.5 per cent, with a view to attaining a level of output 
in 1990 about 2.0 to 2.2 times greater than in 1975. A 
rate of growth of agricultural production of approximately 
2.5 per cent per annum is envisaged. Thus, agricultural 
output in 1990 may be 1.4 to 1.5 times greater than in 
1975. It has been emphasized that the prognosis of slower 
growth rates by comparison with the previous period has 

een made on the basis of a very low expected rate of 
increase in the labour force, especially during the 1981- 
1985 period. Engineering and chemicals are allotted a 
principal strategic role in the development of industry— 
their shares of total industrial output in 1990 are expected 
to be 36 and 16 per cent respectively, or together more than 
50 per cent. The average annual growth rate of consump- 
tion (personal and social) is to be around 4.3 per cent, 
and that of gross accumulation around 4.4 per cent in 
the period up to 1990.° 


In October 1977, the Central Committee of the Hun- 
garian SWP adopted a resolution on guidelines for 
long-term foreign economic policy and _ production 
structure development.!° Emphasis has been placed on the 
development of balanced production structures, in 
particular on developing home potential. Special atten- 
tion has been paid to “‘selective’’ development of industry, 
“dynamic” development of agriculture, “сотрех” 
development of construction and “intensified” develop- 
ment of the production-oriented infrastructure. These 
trends should lead, in the words of the resolution of the 
llth Congress of the Hungarian SWP, to a gradual 
transformation of Hungary into “ап economically 
developed country within 15 to 20 years’. In the same 
way, foreign economic considerations are seen as being 
decisive in the elaboration of an increasing number of 
development goals. Dynarnic and selective export 
policies, and an increased role for long-term co-operation 
with the other CMEA countries, have been emphasized 
as key questions in foreign trade strategy. These objectives 
and policy orientations are not new—they were set forth 
in the resolutions and programme documents of the 
HSWP for the previous period. But, “considerably 
altered external conditions” affecting the operation of 
the Hungarian economy over the last few years have 
required the working out of new guidelines. The resolu- 
tion states explicitly that the system of economic regulators 
should be geared to the promotion of increased efficiency 
and the selective development of production structures, 
and that it should also be better adapted to changing 
conditions in foreign trade. In the field of price policies, 


9F. Markus, “Basic development targets of the Czechoslovak 
economy up to 1990”, in Czechoslovak Economic Digest, No. 6, 1977. 


10 Népszabadsag, 22 October 1977. 
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the level of producer prices should be brought closer to 
world market prices. 


_ The development of housing construction up to 1990 
is the subject of a long-term programme enacted in Poland 
in 1972. There have been frequent updatings and revisions 
of this programme. The last one occurred at the plenary 
session of the Central Committee of the PUWP, held in 
June 1977. In 1974 another long-term programme related 
to the development of agriculture and food processing 
(the so-called “food есопоту”) was approved. This pro- 
gramme devotes particular attention to problems of sup- 
plies to the domestic market, and includes an objective 
for the development of domestic production capacities in 
agriculture and food processing. It is linked with the land 
reclamation programme, which involves heavy investment 
outlays. This programme, too, has been further elaborated, 
with the introduction of new development priorities, in 
particular in the fields of livestock production, expansion 
of the fodder base and meat supply. Long-term pro- 
grammes for transport and for the reform of the national 
education system were also worked out in 1975. 


As mentioned before, developments since 1976 have 
required modifications in the global strategy underlying 
the current five-year plan in Poland as elsewhere. In 
November 1976, five Party and government teams were 
set up to make a comprehensive assessment of the prob- 
lems of particular importance for the country’s develop- 
ment, and to work out programmes relating to the 
following topics: (1) principles of price policy for basic 
foodstuffs; (2) production for the market with a view to 
eliminating supply difficulties by 1980; (3) accelerated 
development of agricultural production and food pro- 
cessing based on intensive utilization of potential reserves; 
(4) a programme for all kinds of cost reductions, involving 
rationalization in the management of labour resources, 
raw materials, fuel, power, investment activity, and 
financial resources; and (5) an assessment of progress in 
the implementation of the housing programme. It seems 
that the analyses and proposals made by the teams have 
contributed a great deal to the preparations for the 
January 1978 National Conference of the PUWP. It 
has been reported that the main objective of the confer- 
ence is to assess “the correctness of the strategy” of 
economic and social development, and to elaborate 
methods of action appropriate to changing conditions 
with a view to creating foundations for development in 
the years to come. With regard to long-term problems, 
the First Secretary of the PUWP has proposed the 
elaboration of several new programmes in the course of 
1978 and, in particular, that of nation-wide comprehen- 
sive programmes for the development of the fuel and 
power sectors, and for the acceleration of the process of 
modernization of the economy. Great attention has also 
been paid to the implementation of a complex programme 
for the protection of the natural environment, which at 
the first stage was mainly devoted to the protection of 
arable land and forests. The elsboration of a model of 
consumption “‘which suits socialist principles and pro- 
gressive national traditions” has likewise been envisaged. 
Apart from these programmes of a broader, macro- 
economic and inter-sectoral scope, there are specific 
long-term development programmes relating to particular 
sectors, such as metallurgy. There is no information on 
how these long-term programmes are co-ordinated, and 
to what extent they influe:ce the medium-term plans 
relating to the whole economy. 


2. AGRICULTURE 


The development of agriculture in eastern Europe and 
the Soviet Union in 1977 was once again influenced by 
weather conditions, which were unfavourable to agri- 
culture in most of the countries of the region, but better 
than in 1976 in some. While growing conditions in 
Poland, the German Democratic Republic and the western 
part of Czechoslovakia were favourable, heavy rainfall 
at harvest time caused high losses in grain and potatoes. 
Unfavourable weather was also reported in Bulgaria, 
Romania, Hungary, and some parts of the Soviet Union. 
Gross agricultural output went up last year by 10-11 per 
cent in Hungary, by 7.9 per cent in Czechoslovakia, and 
by 3 per cent in the Soviet Union. In the German 
Democratic Republic the growth rate in 1977 was prob- 
ably around 1.0 per cent. In Poland agricultural produc- 
tion rose by only 0.8 per cent, and in Bulgaria and 
Romania it declined by 6.3 and 1.3 per cent respectively 
(table 2.1). 


The growth rates achieved in 1977 for agricultural 
gross production were in most countries below the plan 
targets. For 1978 the plan targets vary widely. Countries 
which obtained good results in 1977 (Czechoslovakia, 
Hungary) have planned a lower increase for this year 
while Poland, Romania, Bulgaria and the Soviet Union 
have envisaged rates above 5 per cent. 


Comparing the level of agricultural production in 1977 
with the average level for 1968-1972, it appears that the 
highest over-all production increase has been recorded 
in Romania (42.3 per cent), followed by Hungary (28.4 per 
cent) and the Soviet Union (about 26 per cent). In 
Czechoslovakia output increased by 17.9 per cent, in 
Poland by 15.8 per cent, in Bulgaria by 12.2 per cent and 
in the German Democratic Republic by 9 per cent. (See 
text table on page 83.) 


In 1977 crop production grew faster than animal 
output in Czechoslovakia, Hungary, and the German 
Democratic Republic. These high growth rates in the 
crop sector followed low harvests in 1976. Thus, the 
structural change in favour of crop production envisaged 
in most countries in the five-year plan has not yet been 
implemented, mainly because of unstable climatic con- 
ditions (chart 2.3). Particularly in countries with a high 
proportion of animal husbandry, the fodder situation has 
become more strained, and the level of imports of animal 
feed has consistently tended to rise. 


The number of persons employed in agriculture 
decreased in the east European countries by an average 
of 15 per cent over the period 1970-1976 (chart 2.1). 
The extent of the decline in the agricultural work-force 
varied from almost 25 per cent in Romania to only 
about 2 per cent in Poland. The share of the total active 
population engaged in agriculture was still, however, 
rather high in some countries as of 1976. (Romania 
35.8 per cent, Poland 27.9 per cent, Bulgaria 28.0 per cent.) 
In the German Democratic Republic and in Czechoslo- 


vakia this proportion was 9.8 per cent and 13.8 per cent 
respectively in 1976 (table 2.2). 

The trend in recent years has been for differences 
between the countries in the level of /abour productivity 
to diminish. In 1976 gross agricultural output per 
employee exceeded the 1968-1972 average by 90.1 per cent 
in Romania, 46.8 per cent in Bulgaria, 35.8 per cent in 
Hungary, 23.9 per cent in Czechoslovakia, 23.5 per cent 
in the German Democratic Republic, and 17.7 per cent in 
Poland (chart 2.2). The relatively small increase of labour 
productivity in Poland is related to the three consecutive 
bad agricultural years suffered in that country, and to the 
absence of any tendency to decline in the size of the 
often elderly labour force in the private sector. In 1976 
the land/employment ratio in Poland was still at the same 
level as in 1970 (see text table below). 


Arable land per employee in agriculture 
(т hectares) 


1970 


Bulgarian. 2 Бала. cee ton ae, eee 2.84 3.31 
Czechoslovakia в. 5 ое | eee 4.22 4.77 
German Democratic Republic ..... 4.88 5.76 
Hungary, cos Ч С АН 4.14 4.79 
Роала Е зах aes eae 3.10 Ев! 
Romanias jr) вр 2.00 2.64 
Soviet Union acm. Зе ee 7.66 7.89 


Source: CMEA Yearbooks, national statistics. 


The tendency has been for the area of arable land to 
decline slightly in all the countries of the region except 
the German Democratic Republic and the Soviet Union, 
where it increased by 2.5 and 1 per cent respectively in 
the period 1970-1976. This general tendency probably 
continued in 1977 (table 2.3). Increased attention is, 
however, being paid to soil improvement, and to the 
efficient cultivation of every hectare of agricultural land. 
In Poland, the Council of Ministers recently issued a 
decree amending the principles for taking over land for 
non-agricultural purposes. The decree, which also amends 
regulations on the protection of arable land and the 
bringing of land back into cultivation, came into effect 
on 1 January 1978, and is aimed at slowing down the 
pace of transfer of land to non-agricultural purposes. 
About 30,000 hectares of arable land have been swal- 
lowed up by industry during recent years. The cost 
of reclamation of one hectare is reported to be 140- 
200 thousand zlotys. In the German Democratic Re- 
public last year about 2,500 hectares of old mining 
zones were brought back into cultivation. A total of 
50,000 hectares has been reclaimed for agriculture so far. 


a se gS И оон зна 


TABLE 2.1 
Gross agricultural output 


a ee ee ee ee 


Percentage share of 


Annual percentage change total output 
Country and period Total Crop Animal Crop Animal 


So ee Ee, А С ee и 


Bulgaria 
LO SERA ag OO Fh oe Bo ee ed 2 7.6 7.8 13 56.7 43.3 
По eee = ока ey) 4.2 1.9 575 42.5 
Я РИ си ом 4.0 oP ES Ley м 
ГО Mc ИРИ cy. — 6.3 —8.0 2.0 56.4* 43.6* 
ТИ К Во ose... 1 ee 5.0 ce Ae ae 
Piang976-1980 0 4... > 4.1 

Czechoslovakia 
Е eee Ns a ee Ne —1.0 —2.9 0.5 44.6 55.4 
ПО то ее о ее —2.4 — 6.3 0.7 42.9 571 
ао в. пони: 8.2 16.5 1.9 45.9 54.1 
ООО С) Ваз bade 7.9 14.2 3.2. 45.4 54.6 
Plan-1978) oasis ао 3.4 i ah ? 
Plav61976-1980) ель. 3775 3.6 4.6 2.8 

German Democratic Republic 
(CVE sym P aco ан —3.0 —9.6 2.0 37.6 62.4 
OIG росы is gt oc Bee ss, oe —9.8 —12.0 —1.2 34.9 65.1 
Роя о. 2.8 
LOT ЕЕ ОО, 5 ИВ а 1.0* 
Plan С А ЧЕ 3.5 is 3 ae oe 
Plan:1976-1980 <5: o.s: . e320. . 4.04 ail 1.7 43.3 56.7 

Hungary 
су te cee Bees acini ion Неа 2.1 Ds} 1.4 55.8 44.2 
а а се бе bs —3.0 —5.0 —1.0 54.7 45.3 
а a he ee, edie) te 7.0-8.0 10.0-12.0 4.0-5.0 es a5 
Si Jee ем: сосал 10.0-11.0 11.0-12.0* 10.0-11.0 55.5% 44.5* 
РО о и 2.0-3.0 3.0-4.0 2.0 
Рав: 1976-1980 ско 3.4 4.0 2.6 

Poland 
ПЕ нра sss: —2.1 —3.0 —1.0 51.8 48.2 
O76 Re See ЕВ —0.7 6.1 —8.1 55.4 44.6 
Plan S7 са: ES 5.3 6.0 4.5 55.8 44.2 
А vane Ora nee gee т ео ИИ 0.8 —7.5 12.7 50.8 49.2 
Planet 97S" Ана ина Movs 5.8 6.3 5.1 51.1 48.9 
Planet976-19800 «3 3. Mae 4.3 6.1 2.5 wt Pom 

Romania 
По Юла... Sate ke 3.0 0.0 6.7 57.0 43.0 
197 Grate Ч Я ела cash Векь 17.3 22.0 11.2 59.1 40.9 
РИ ан 1.9-13.6 Aa ve os 
ТОЙ Meche, Ро Sa hPa —1.3 
ОВ ре м а 6.9-16.1 
PignglO7G-1980te: „лс. 6.9-9.0 

Soviet Union 
с aves oboe hes —5.3 —10.6 —2.6 43.2 56.8 
ЩИ ор ЗЕЕ ТЕ 6.5 18.8 —2.9 48.0 52.0 
Platy 1977 eee: За 53 fe р т = 
О eles Neat Ce Pi ate ae 3.0 —3.0 8.3 
РО. sta) sl не os 6.7 5 я 
Plan! 1976-1980. т. а, 51 

Byelorussian SSR 
O75 Eee ао a sale 0.6 3.4 —1.8 44.1 55.9 
Побит cee. pS 6.2 9.0 —3.2 47.0 53.0 
Plan 1977 по Rowers ео 2.9 ste ig se ay 
И В Ne ia cent о vaio —2.0 
Plain Ove eters ees were ae 4.8 


Plan-1976-1980 22. 3.8 
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TABLE 2.1 (continued) 


= _———_—а—————_—ииИИЫЫЫДЫД—ДЫШЫШБ—ЫБ———ц———————ЦББ 


Annual percentage change 


Percentage share of 
total output 


Country and period Total Crop Animal Crop Animal 
Ukrainian SSR 
1975 pas, cane a ee ee —9.2 —15.9 —3.1 44.4 55.6 
Тоба ме азы т tains 10.9 Dwi, —5.5 51.5 48.5 
Рав 1977 о оао не 4.3 
Пс. а. 3.6 
Plan о, Apres eee co 4.0 
Райт. 4.1 


Sources: National statistics and СМЕА Yearbooks, plans and plan-fulfilment reports. 


а Estimated on the basis of the planned increase for crop 
1980 
1975 — 109). 


In the 1970s more land has been brought back into than 
taken out of agricultural use. 


In other countries of the region similar measures have 
been taken to intensify utilization of agricultural land and 
improve the quality of the soil. (See part II of the Survey 


11 Bauern Echo, 7 February, 1977. In relation to soil improvement 
measures, it should be noted that in the German Democratic 
Republic, where the supply of mineral fertilizers is already at a 
rather high level (more than 380 kg per hectare of arable land), the 
production and the supply of organic fertilizers from the animal 
sector, industry, and the communal sector has been rising con- 
siderably. There are 123 specialized enterprises processing such 
natural fertilizers as humus, peat, waste from the wood industry, etc. 
It is planned to produce 2.2 million cu m of these fertilizers in 
1978, which is a sevenfold increase over 1976, and 700,000 cu m 
more than in 1977. 


TABLE 


1976-1980 


‘ RS Ste imal output 
1971-1975 120) and that for animal outpu 


production 


for 1976.) In Hungary a new set of regulations on the 
use of farmland came into force in 1977. The principle 
established is that land should only be used for industrial 
purposes if it cannot be more effectively used in agri- 
culture. 

Great efforts are being made in all the east European 
countries to enlarge the irrigated and drained area. In 
the Soviet Union land reclamation has a high priority 
in agricultural policy. Since 1970 more than 4.5 million 
hectares of agricultural land have been brought under 
irrigation. More irrigated land is being used for the 
cultivation of cereals, and it is planned to double grain 
production from irrigated lands to 26-27 million tons 
over the current five-year plan period. The Soviet Union 
has almost 30 million hectares of ameliorated land, 


2.2 


Employment in agriculture 


Economically active 
population in 


Economically active 
population in 


agriculture Percentage Labour force agriculture Percentage Labour force 
of total per 100 hec- — of total per 100 hec- 
Annual economically tares of Annual economically tares of 
р регсетаве active agricultural percentage active agricultural 
Period Total change population land Total change population land 
Bulgaria Romania 
По some №... 1227 —3.4 28.1 20.6 3 864 —4.3 38.0 25.8 
1976.48 мы - 1 191* —2.9* 26.7 19.2 3 670 —5.0 35.8 24.5 
Czechoslovakia Soviet Union 
то Се 1033 —2.4 13.9 14.7 28 952 —0.8 22.5 5.3 
О, cece ace 1 029 —0.4 13.8 14.7 28 601 —1.2 22.3 952. 
NOT raed МОС я Se —1.1* 21.8 БЫ 
German Democratic Republic Byelorussian SSR 
19:75. tet yee wets 808 —1.3 10.2 12.8 1548 —0.5 321 15.7 
Обе 4s 789 —2.3 9.8 12.5 1534 —0.9 31.6 15.6 
USI I ae 784 —0.6 9.7 12.5 1 514* == isk 
Hungary Ukrainian SSR 
LOTS ми. 1 088 —2.5 21.4 16.1 6 698 —1.4 26.9 15.9 
бе 1066 —2.0 20.9 15.8 6 583 —1.7 26.2 15.6 
к 1032 —3.2 20.3 15.8% 6 452* —2.0* 
Poland 
UNS lay Aeon В 4 760 —0.3 28.1 24.8 
О se, geo С 4 752 —0.2 27.9 24.8 
eee eee ee 


Sources; As for table 2.1. 


TABLE 2.3 


Distribution of agricultural land 


(Thousands of hectares) 


a ee Ate ena oe 


Agricultural 


A 
Country and period land hi 


land 


Land reclamation 


of which: 
Wheat 


Area under 
grain 


Drained 
land 


Irrigated 
land 


ee м а 


Bulgaria 
NODS) Pes Pats lance ace 5 955 3 957 
1976 wn eee 6 198 3'940 
Czechoslovakia 
1975. =” sete. ка 7 004 4 908 
197.6 ie bse ees 6 990 4 907 
ТО ee ое че 
German Democratic 
Republic 
о ss hia a: 6 295 4 699 
197 Gig eos ay ve 6 293 4 752 
NOTTS ose des oT 6 291 4771 
Hungary 
ТО ee nett ay 6 770 5 128 
197 Orsiccmisse ror te tarts 6 757 5 108 
Poland 
GTS м. 19 209 14 781 
197675 6m.) kn aes se 19 151 14 763 
OTT о cote Bs 19 111 14 739 
Romania 
1O7Ssa мы 14 946 9 741 
1976. Е 14955 9 760 
ST Tite Mk > Sema 
Soviet Union 
И atte 548 812 225 462 
NOT 6 2 ene stra os 551 058 225 696 
о о es a! He 
Byelorussian SSR 
о Read seo See 9 800 6 100 
о о oe es 9 800 6 141 
Ukrainian SSR 
По ae 42 203 34 259 
Об ees tik 42 173 34 269 


2 323 819 1 128 
2 334 793 1 147 
a a 
2 834 1 183 22.8 72.9 
2 830 1 278 13.8 53.4 
is 1 287 15.0 55.0 
2 562 689 638 1 140 
2 590 762 720 1 236 
2 575 732 805 1 325 
3 154 1251 156 41 
3 094 1325 320 42 
8 093 1 842 491 3 453 
7 968 1832 3 604 
8 180 1834 
6 240 2386 1424 
6 351 2429 1514 ны 
6 242 2309 1854 260 
127 920 61 985 14 500 13 652 
127 760 59 467 15 300 14 413 
131 500 62 200 Fo ate 
2 604 196 139 2 283 
2 766 151 170 2 381 
16 540 7976 1 484 2 035 
15 942 7 651 1 650 2 146 


Sources: As for table 2.1. 


@ Annual percentage increase in area irrigated or drained. 


producing more than 30 per cent of the country’s agri- 
cultural output in value terms. In 1978, 821 thousand 
hectares of newly-irrigated land is to be brought into use 
as a result of state capital investment. In 1977 more than 
6.9 billion roubles, or 27 per cent of total agricultural 
investment, was allocated to irrigation and amelioration 
projects. The plan for 1978 envisages the allocation of 
more than 30 per cent of total capital investment in 
agriculture to land improvement and reclamation. In 
the German Democratic Republic the annual addition to 
the total spray-irrigated area in 1976/77 was more than 
40 per cent higher than the average for the 1971-1975 
period. By 1980 the spray-irrigated area should be 80 per 
cent greater than it was in 1975. Over the period 1970- 
1976 the share of irrigated land in total agricultural land 
increased at rapid rates in Hungary (from 1.6 per cent 


to 4.7 per cent), in Romania (from 4.9 per cent to 11.5 per 
cent) and in the German Democratic Republic (from 
5.0 to 11.4 per cent). 

In 1977 gross fixed capital formation grew at a rate of 
7.8 per cent in the Soviet Union, 11.9 per cent in Poland, 
7.4 per cent in Bulgaria, 9.0 per cent in Romania and 
8.1 per cent in Czechoslovakia, in relation to the 1968- 
1972 average. Compared with 1976, the level of invest- 
ment in agriculture grew most in Bulgaria (14.2 per cent), 
Poland (13.0 per cent), Romania (12.6 per cent) and 
Hungary (8.2 per cent). In the Soviet Union 27 per cent 
of total investment funds was allocated to the agro- 
industrial complex in the period 1976-1977 (around 
21 per cent to agriculture proper). This is a slightly 
higher percentage share than that reported for 1971-1975. 
In the other countries the corresponding share was con- 
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СнАвт 2.1 СНАВТ 2.2 
Agriculture: output and factor inputs Agriculture: efficiency indicators 
(Indices, 1968-1972 = 100) (Indices, 1968-1972 = 100) 


Gross output Gross output—land ratio 


Net output ——————__ Gross output per employee 
—— a Employmentin a: iene, 0 ne Dene Bk ae a Land—employment ratio 
ны Arable land *——:—— Fixed assets—land ratio 
ое Fixed assets ‘——-—-—-—: Fixed assets per employee 
at Gross investment srseeseeees Fixed assets—gross output ratio 
печень Machinery and equipment 
BULGARIA BULGARIE БОЛГАРИЯ 200 
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СнАвт 2.1 (continued) CHART 2.2 (continued) 


160 _SERMAN DEMOCRATIC REPUBLIC REPUBLIQUE DEMOCRATIQUE ALLEMANDE ГЕРМАНСКАЯ ДЕМОКРАТИЧЕСКАЯ РЕСПУБЛИКА 
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CHART 2.1 (continued) CHART 2.2 (continued) 
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CuartT 2.1 (concluded) 


я USSR 


1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 


Source: As for table 2.1. 


URSS 


CHART 2.2 (concluded) 


СССР 


1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 


в Fixed assets of subsidiary plots were re-evaluated in 1973; аз а result, there was an increase of 18 billion forints in the valuation at constant prices of fixed assets 


in agriculture. 


siderably lower. It varied between 10.9 per cent in 
Czechoslovakia and 14.7 per cent in Bulgaria (table 2.4). 
Deliveries of tractors increased in 1977 compared with 
the preceding year in all countries except Hungary and 
the Soviet Union (table 2.5). While 364,000 tractors were 
delivered to agriculture in 1977 in the Soviet Union, this 
represented less, by 4,000 units, than the corresponding 
figure for 1976. These 364,000 tractors do, however, 
equal 28 million horse power, which is just about the 
same as was delivered in the preceding year. Decisions 
have been taken by the Government of the Soviet Union 
on measures for improving the efficiency of utilization 
of agricultural machinery, improving maintenance, and 
providing stable machine operator cadres for collective 
and state farms. 


In Poland deliveries of tractors increased between 1970 
and 1977 by almost 98 per cent, and those of grain combine 
harvesters by more than 80 per cent. A considerable 
increase in investment outlays for the development of 
agriculture is planned over the next few years. It has 
been reported that this will go substantially beyond the 
provisions of the five-year plan, though the total amount 
of investments in the national economy will be kept 
within the limits envisaged by the plan. High rates of 
growth in the supply of agricultural machinery are en- 
visaged for 1978. Deliveries of tractors will be increased 
by 7 per cent, of machines for spreading lime and 
fertilizers by 10 per cent, of manure loaders by 11 per cent 
and of binders by 38 per cent. Almost the whole increase 
will be allocated to individual farmers through direct 
sales of machinery. In addition, huge investments have 


been allocated to the development of agricultural ma- 
chinery production. Construction of the agricultural 
tractor works in Ursus—one of the key projects of the 
current five-year period—is progressing rapidly, and on 
completion the works will contribute increasingly to the 
mechanization of Polish agriculture in the next few years. 

In Romania 13,100 tractors were delivered to the 
agricultural sector last year, which is 10 per cent more 
than in 1976, and a higher figure than planned. Deliveries 
of tractors increased in Bulgaria by 8.2 per cent and 
amounted to 6,600 units. The trend to more powerful * 
tractors and agricultural machines continued in all 
countries last year. 

Within the framework of the CMEA, co-operation in 
the field of agricultural machinery was intensified on a 
comprehensive basis. The research and design organiza- 
tions of the CMEA countries are working together on 
93 complex problems. The development of new tractors 
and agricultural machines, in particular of a unified 
family of tractors of the 0.9-2.0 ton-force class, is en- 
visaged, as is that of a complex of machines to harvest 
and process grain crops, and to mechanize maize, sugar- 
beet and potato growing. Bilateral and multilateral 
agreements have been signed on specialization and co- 
operation in the field of tractors and agricultural equip- 
ment in the period up to 1980. 

The foreign trade turnover of the CMEA countries in 
agricultural machinery increased by more than 40 per cent 
from 1974 to 1976, while imports grew by almost 50 per 
cent. Imports of agricultural machinery from countries 
outside the region grew even faster over these three years. 
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CuartT 2.3 


Gross agricultural output: total production, crop and animal production 
(Indices, 1968-1972 = 100) 
BULGARIA CZECHOSLCVAKIA 


BULGARIE . TCHECOSLOVAQUIE 
БОЛГАРИЯ ЧЕХОСЛОВАКИЯ 


GERMAN DEM. REP. HUNGARY 
REP DEM. ALLEMANDE HONGRIE 
ГЕРМАНСКАЯ ДЕМ. РЕСП. | ВЕНГРИЯ 


ROMANIA 
ROUMANIE 
РУМЫНИЯ 

POLAND 

POLOGNE 

ПОЛЬША 


1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 
Total production 

SSS Crop production 

*——-:—: Animal production 


Source: As for table 2.1. 


Note; The Romanian five-year plan for 1976-1980 presents maximum 
and minimum figures for over-all agricultural development, and both these 
figures were revised at the end of 1977. The four figures are represented in 


the chart as follows: 
Revised maximum — —w— Revised minimum 
1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 srreeeecee Original maximum = +--+ +++ -- ++ 


Original minimum 


В 9 


TABLE 2.4 


Investment and fixed assets in agriculture 
——ж——————„ и 


Investment Fixed assets Investment Fixed assets 
Total Total Total 
(in а of (in millions of (in ‘nitions of (in ce of 
currency = Percentage of я а 
kil a oe р сие а: г: es Ase units; at Annual Percentage ieee Sep mee 
Е assets i 
Period prices) change investment prices) material Soren ee epee See eae babe eae ee 
eee 
Bulgaria Romania 
1975: 781 4.8 14.6 5 983 18.4 18.540 13.9 13.5 137 200 11.4 
1976 . 788 0.9 14.7 6 423 18.3 20 871 12.6 14.0 148 400 ib lA 
197 7a- 900 14.2 5 Ao 23 500 12.6 13.9 a 
Czechoslovakia Soviet Union 
195. 15152. 13.3 11.5 159 707 14.4 30 800 8.8 27.3 
5 Е a я 167 000 20.7 
1976 ae 14 866 —1.9 10.9 170 281 14.4 32 100 4.2 22 180 000 20.7 
German Democratic Republic get ae 22-0 422.00 2.8 
1975 . 4979 1.6 11.8 47 863 13.1 Byelorussian SSR 
1976 . 5 089 2.2) 11.3 50 256 12.9 1356 10.2 37.3 3 871 18.9 
1972: 5 030 —1.2 10.6 52 670 12.8 1 349 —0.5 33.4 4 220 19.0 
Hungary “ 
1975 . 20 650 12.9 14.2 188094 18.4 Ukrainian SSR 
1976 . 20 342 —1.5 13.4 200 299 18.2 3 871 8.1 22.0 27 182 15.1 
1977 5%: 22 000 8.2 12.4 3 890 0.5 22.0 30 315 
Poland 5 000 28.5 27.3 
17S race 3 10073 16.5 13.2 817 000 24.5 
1976 . 72 666 3:7 13.4 873 000 23.8 
1977 . 82 113 13.0 14.6 


Sources: As for table 2.1. 
в Investment figures are at current prices for the socialist sector. 


The trade in tractors, however, showed a quite different 
picture. While total exports rose from 103,000 in 1974 
to 129,000 in 1976 (by 25 per cent) imports decreased 
from 30,000 to 27,000 (by 10 per cent). In 1976 exports 
of tractors exceeded imports by more than 100,000 units. 
Romania, Czechoslovakia and the Soviet Union are the 
main net exporters of tractors in the region. 


The supply of mineral fertilizers increased considerably 
in Bulgaria and Romania (by more than 12 per cent) 
and at a lower rate (3.2 per cent) in the Soviet Union 
in 1977 (table 2.6). In Poland and Czechoslovakia the 
quantity of fertilizers used in agriculture was slightly 
below the 1976 level. (Figures are not available for other 
countries.) 

The level of consumption of mineral fertilizers was 
almost 59 per cent higher in 1976 than in 1970 in the 
region as a whole. It increased most in the Soviet Union 
(by 71.9 per cent), followed by Hungary (65.8 per cent), 
Romania (63 per cent) and Poland (52 per cent). The 
other countries, which had already reached relatively high 
levels of consumption of fertilizer per hectare of agri- 
cultural land by the end of the 1960s, increased supply 
in the period 1970-1976 at lower rates. Thus, differences 
between the individual countries in levels of consumption 
of mineral fertilizer were reduced. 


Total production of mineral fertilizers in the east 
European countries and the Soviet Union amounted to 


33.8 million tons (in pure nutrient content) in 1976, and 
is planned to reach 47 million tons in 1980. Between 1970 
and 1976 it rose by 64.7 per cent, while consumption rose 
by just 59 per cent. Output of mineral fertilizers grew in 
Romania by 109 per cent, in the Soviet Union by 72.5 per 
cent, in Czechoslovakia by 63.9 per cent and in Poland 
by 59.2 per cent. In the region as a whole net exports of 
mineral fertilizers represented more than 9 per cent of 
total production in 1976, and the corresponding figure 
for nitrogen fertilizer is nearly 25 per cent. The situation 
by countries is, however, very varied. The Soviet Union 
is the biggest net exporter of nitrogen and phosphatic 
fertilizers, and the German Democratic Republic the 
biggest net exporter of potash. Romania showed the 
second highest rate of net exports 1? as of 1976 (155.8 per 
cent, with the German Democratic Republic coming 
first with 231.5 per cent) mainly owing to increased 
exports of nitrogen fertilizers, which rose from 241,000 
tons in 1974 to 708,000 tons in 1976. The main net 
importers of the region are Poland (1.6 million tons of 
potash imports in 1976), and Czechoslovakia and Hun- 
gary (net importers in all three fertilizers). 


Apart from output levels as such, all countries have 
paid increasing attention to the quality of fertilizers. 
In the Soviet Union in particular, the pure nutrient 


12 The ratio of production to domestic consumption. 
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TABLE 2.5 
Stocks and deliveries of agricultural machinery 
(Machines in thousands) 


me 


Stocks of tractors Deliveries 


Agricultural land, 
in hectares per Total h.p. per 100 
Engine capacity tractor (physical _ hectares of arable 
Country and period Physical units (in millions of h.p.) units) land Tractors Grain combines 


a ee ee SE eee 


Bulgaria 
TOTS AS hte о оне 5 64.7 3.3 92 84 6.4 1.8 
Об сои... ke Oo Oe 65.5 3.5 93 89 6.2 ied 
LACED iat el sean Te oy Е". ae oi oe ne 6.6 
Czechoslovakia 
95 ео. 142.1 hil 49 147 9.6 2.6 
1976 ee Cee eS 141.1 7.9 50 150 6.1 24 
ПЕ ем ahs Pa a ar 7.1 2.1 
Р1а п! 1976-19801. ее ее 49.0 10.0 
German Democratic Republic 
ТО о 140 7.6 42 167 9.3 1.5 
1976 Se осени 2 138 7.7 43 167 8.7 1.6 
ПГС. Зе Ва я Боба oe ВО 137 о Е es 9.5 0.9 
Рай 1976-19801 №... ...Е 49.0 7.1 
Hungary 
Е р ба а. 60.7 3.6 55 see 5.8 1.9 
бою а Ome ee 59.5 3.7 53 ae 5.0 2.1 
О оне. we ne ered 4.5 2.0 
Poland 
1975 Pere ep Mette Re i ae ck ae 401.2 14.7 48 99 42.0 2.8 
eB: eta oun Deen eee 434.0 16.0 44 108 44.4 3.6 
DAE say Se coe CRO ey Cece we 465.6 ave 41 ae 53.7 Bc 
Plan) 197 89g, и м. i ei = 5 579 3.7 
Рай 1976-1980. зо esi cor els aa a se 33 at 10.0-12.0 
Romania 
OTS 2 eae пи ая Зее. 119.5 7.4 125 76 11.9 5.6 
NO TORR ее Ак а. 128.0 7.9 117 81 11.9 5.6 
ГЫ ae Meme д, ВИ р acs ae a on Pe 13.1 4.7 
Рай. 1976-19805 ие ci shane cas 70.0 16.3 
Soviet Union 
1S7S pp о о Ps | Pee onic coms t tes 2 336.0 152.5 235 68 370.4 92.0 
DELS Oo a tA he ee em See aie 2 402.0 163.0 229 72 368.6 97.5 
1977 о Ро и actu ee 5 Si us ; ae 364.0 101.0 
Plangl 9/8 а oe 361.5 110.2 
Planci976-1980 2a. 1 es ee 1 900.0 538.0 
Byelorussian SSR 
CNA YESS cals ci SC a ee eos 102.5 5.5 87 90 15.8 3.2 
197 Gains. ВХ oh se re 105.9 5.9 87 97 15.4 3.9 
UA ees: HPA OL CW Se emma: Se ac a ie 15.4 3.5 
Ukrainian SSR 
ра cae 371.7 23.0 114 67 58.6 
. ‘ 10.6 
1976; AE Oe. Ae 25. sees: 382.9 24.8 110 72 53.7 15.2 
ПО. Ио. Ae. Al oe a8 at Hs : 54.0 12.0 
2121: 1976-19805. 4 5.) alae a. 271.0 


Sources: Аз for table 2.1. 
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TABLE 2.6 


Supplies of chemical fertilizers and plant-protecting chemicals, and consumption of electricity in agriculture 
О ИО О О НИ ЗЕ 


Fertilizer supplies Supplie: lant- 
(in pure nutrient content) не Hank, о 
Total kg per ha kg ha 
sucha per KWh per ha of 
Country and period у tons) 2 ces rs Goa oo iowa 3 ree! 


А a ee Seated eas А И 


Bulgaria 


LOTS Eee 3 PUNE. om eh 679 172 
CGS" a calle Sa о ee ee 658 167 
О. 742 188* 
Plan 1980 Aries. Ws eh oe eae ca. 250 
Czechoslovakia 
HEY ера ee ge 1 604 327 
EIS? аа. 1 674 341 
HY eee. a a 1 633 333* 
Planet д. 370* 
German Democratic Republic 
197 Serer Mitere ne. a2). hike aon 1 826 389 
ATONE =: tc ОКМ. of os SR 1 804 380 
2611980... м... 2120 450* 
Hungary 
ЛЬ, ооо и о 1518 276 
ТО сы, ее им 1388 254 
РАО. os 2 000 365 
Poland 
ОБ о" 3 460 234 
бы: о cuesems 3 671 249 
И а В ga neers 3 586 243 
Сао ое tate Sie oa ee 4075 276* 
Romania 
HOTS. Fe ute oe: .. №1. 929 95 
MUTE и 4 Gee р ae 1 005 103 
О н.а 1 128 116* 
Plan: 1980) eee ous ga aaa 2 250 229 
Soviet Union 
OTS Meet о c.c Wee te 17 251 77 
обе 17 739 80 
Пос ое. срыв 18 300 81 
Ра. сле 27213 121* 
Byelorussian SSR 
т но: 1 499 246 
is о ae a Рем 1 523 248 
Gat eee ao soc ey ee ee ee 1 495 243 
Ukrainian SSR 
LO] SMe Poa eat as Sete las 3 806 112 
О a Soe eas 3 763 110 
о и а 3 836 112 


Sources; As for table 2.1. 


content is to be increased—it was 36 per cent in 1976, 
and it is planned to reach 40 per cent by 1980. The 
production of more concentrated fertilizers, and com- 
pound fertilizers with a high share of granulates, is 
envisaged in all countries. More emphasis is also being 
given to the effective use of mineral fertilizers with 
respect to differing qualities of soil, optimal application 
schedules, and optimal application norms for different 
crops. 


24 375 6.2 955 160 

23 352 5.9 999 161 
26 300 6.7* 

2336 334 

2473 354 

22 480 4.8 3 329 529 

23 665 5.0 3 500 556 

1 633 241 

1 751 259 

59 971 4.1 2969 154 

51 096 3.5 3 470 181 

2014 135 

2521 169 

73 804 134 

82 979 151 

130 000 235% 

2318 260 

2 624 287 

13 928 330 

362 


(i) Crop production 


In 1977 grain output exceeded the average for the 
previous five-year period in all east European countries 
except Poland and in the Soviet Union. Total grain 
production in the east European countries taken together 
reached about 77.2 million tons in 1977 (table 2.7). This 
is 3.8 million tons more than the average for 1971-1975, 
but slightly below the amount produced in 1976 (by 
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1.2 million tons). For Hungary, Czechoslovakia and 
Romania, the second highest ever harvest results were 
achieved despite difficult weather conditions. In the 
Soviet Union, the 195.5 million tons of grain harvested 
last year was less than the bumper crop of 1976, but it 
exceeded the average for the 1971-1975 period by 14 mil- 
lion tons, or 7.7 per cent. The average for the first two 
years (1976 and 1977) of the current five-year plan was 
up on the average for the previous quinquennium by 
28 million tons (15.5 per cent) in the Soviet Union, and 
by 4 million tons (26 per cent) in Romania. 


Only in Poland and in the German Democratic Republic 
were the results for the first two years of the 1976-1980 
period slightly below the 1971-1975 average, largely 
owing to adverse weather conditions. In the region as 
a whole grain output for the two-year period was about 
32.5 million tons above the 1971-1975 average. This 
represents an increase of almost 13 per cent. Comparing 
the achieved level in 1976/77, with the five-year plan 
targets, however, only the Soviet Union, Hungary, 
Czechoslovakia and Romania approached the planned 
average grain output figures envisaged for the 1976-1980 
period as a whole. 


In Bulgaria the production of maize, barley and wheat 
taken together was about 10 per cent lower in 1977 than 
in the preceding year. Bad weather conditions had a 
particularly severe result on yields of maize and barley. 
Mainly because of the enlarged area under maize, last 
year’s output of maize did, nevertheless, exceed the 1971- 
1975 average by 5.7 per cent. Higher yields were reported 
for winter cereals than for summer grains. In some 
regions record yields (more than 50 quintals per hectare) 
were reported for winter wheat. 


The harvest in Czechoslovakia was much better than 
in 1976, when a drought reduced grain yields considerably. 
Although weather conditions in 1977 were not the best 
—there was heavy rainfall during the harvest period— 
grain output amounted to 10.5 million tons (including 
an estimated amount for pulses). This is 13.6 per cent 
more than in the previous year, and close to the minimum 
target for the current five-year plan (10.6-11.0 million 
tons). Particularly high yields were reached in the 
production of wheat (40.7 quintals per hectare) and that 
of barley (37.7 quintals per hectare). The area under 
grain was extended by about 50,000 hectares. The 
objective of reaching self-sufficiency has almost certainly 
not been attained, but this harvest will enable Czechoslo- 
vakia to reduce its grain imports. 

In the German Democratic Republic last year’s grain 
output is estimated to have been somewhat less than 
9 millions tons. This is 6.2 per cent more than in 1976, 
but below the expectations of the pre-harvest period. 
The grain harvest was badly disturbed by continuous 
heavy rainfall, and modern grain combines could not be 
used over large areas because of flattened grain or sodden 
ground. Nevertheless the harvest obtained ranks among 
the best ever in the German Democratic Republic. All 
available capacities, including industrial, were used to 
dry the wet cereals and to reduce losses. The tendency 
of recent years for the area under grains to be enlarged 
continued, mainly in favour of wheat and barley, and this 
trend was again evident in last year’s autumn sowing. 


13 [п the German Democratic Republic the low aggregate for the 
two-year period was mainly a function of the poor harvest in 1976. 
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Grain output in Hungary amounted to 12.3 million tons 
in 1977. This is 7.3 per cent more than in 1976. Wheat 
production reached a new record level of 5.3 million tons, 
and output of muize increased over the relatively modest 
results of 1976 by almost 17 per cent. For the first time 
wheat yields exceeded 40 quintals per hectare. The good 
harvest in Hungary will make it possible to continue 
increasing grain exports. 


Grain output in Poland declined by 7.0 per cent last 
year in relation to the 1976 results, and by almost 10 per 
cent in terms of the 1971-1975 average. Total grain 
output amounted to about 19.4 million tons, 1.6 million 
less than in 1976. Difficult weather conditions during the 
harvest period, particularly in August, caused high losses 
of grain. Very large areas of a number of provinces 
twice experienced severe flooding. According to estimates, 
more than 150,000 hectares of arable land were affected 
by flooding. Breakdowns affecting combines, and other 
equipment, were much more frequent than in 1976, as 
soft ground, wet straw and wet grain overloaded the 
machines. As a result of all this the grain deficit increased 
again, and imports of 15 million tons will be necessary 
in 1977/78. 


In Romania, last year’s grain output was lower than 
it had been in 1976, when a record harvest of almost 
20 million tons was brought in and 18.6 million tons of 
grain was produced. Wheat yields exceeded even the 
1976 record, and reached 28.4 quintals per hectare. The 
area under wheat was reduced, and that under barley 
considerably extended. The output of barley increased 
to 1.6 million tons, 33 per cent more than the amount 
produced in 1976. The average grain output for the 
1976-1977 period exceeds that of the 1971-1975 period 
by 28 per cent. 


In the Soviet Union grain output amounted to 195.5 mil- 
lion tons, 12.6 per cent down on the bumper harvest of 
1976. Bad weather conditions affected grain production 
mainly in the RSFSR and in the Byelorussian SSR. In 
the Ukrainian SSR a record grain harvest was achieved, 
amounting to 48.6 million tons, exceeding the 1976 
figure by 4 million tons, and the average for the previous 
five-year period by 8.6 million tons. Within total grain 
output, 92 million tons of wheat was produced, also less 
than in 1976. Output of maize, however, increased by 
1 million tons (about 10 per cent) in relation to 1976. 
The plan for grain output in 1978 has once again been 
fixed at a level of 220 million tons. 


In all the countries of the region great attention is 
being paid to the development and application of new 
high-yielding strains of grains. In this field, too, co- 
operation among the CMEA countries in terms of co- 
ordination of research work and mutual deliveries of 
seeds has developed rapidly. In particular, the high- 
yielding strains of winter wheat “Mironovskaya 808”, 
“IPichevka” and “Mironovskaya-Yubileinaya’”, which 
have been developed in the Soviet Union, are now being 
used in the other countries of the region too. In the 
German Democratic Republic, for instance, two-thirds 
of the area under winter wheat were sown with these 
strains last year. On the other hand, high-yielding 
varieties of summer barley developed in the German 
Democratic Republic have been delivered to the Soviet 
Union and other east European countries in recent years. 
In Romania, new strains of maize, yielding on an experi- 
mental basis 120 quintals per hectare of grain, have 
been developed. 
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TABLE 2.8 


Production and yields of non-grain crops 


(Output in thousands of tons; yields in quintals per hectare) 


i, 
ee 


Potatoes ot ie Sugar-beet Oil seeds Raw cotton 
a eget Е А И: ежи 
Country and period Output Yield ont р ый Output Yield Output Yield Output Yield 
Bulgaria 
ПР ee es, ee 318 105 1 374 1 199 1 753 230 511 18.2 31.6 11.9 
ASTOR Le terme eet, 9. 351 119 1 587 2 233 2 327 332 463 16.0 3.3 1.5 
ESTES MRR NG 388 Ab к. Aa 1 825 a 518* 3 a xs 
Czechoslovakia 
ВОЗ Воча Soe sath. 3 565 142 1113 616 7 734 354 148 17.9 
976 ман ба she 98214 176 829 671 5 248 244 147 17.5 
1977 о Raptaract 2 . 3760 160 1031 BE 8 229 384 186 18.9 
German Democratic Republic 
REY 6 Con 8 er en ee 7 672 134 876 643 6 414 241 371 26.7 
Оба ats pater eo 6 816 114 889 615 5 106 191 327 24.2 
1 RAL coup Face © 10 313 176 1 412 ae 8 578 319 317 23.7 
Hungary 
ом и 1 630 126 1 632 2 168 4089 322 243 12.0 
TOTO Se RET ES Die ee, 1396 121 1 745 2 224 3 943 303 316 12.5 
Е ре ГР 1000 1 675 133 2 250 я 3 888 319 348 14.2 
Poland 
1975: aft AiG tise 3 46 429 180 4125 1 384 15 707 317 742 23.0 
19.76: Оле виа (Ses 49 951 203 3 783 1865 15 107 272 996 24.2 
аа вена ds Us 46 41 324 170 3 835 1 629 15 933 300 685 16.6 
Plan 1978 go ests aes oP 45 000 =A ate eS 18 000 #3 780 ie 
Romania 
ео 2716 89 2 518 2 283 4905 199 ‚ 1020 12.6 
бое Фо 4 788 159 3 593 2886 6 911 294 1084 13.7 
TOUTES we es ce ety se 4161 141 3 203 1 393 6 249 245 1 065* 
Plansi97s ears eee oe, 4 850 os 4 300 3 900 8 580 ae 1 133 
Eastern Europe 
1 DTS i Gods. ei 251; were 62:330 162 11 638 8 293 40 607 293 3 035 
П97би as адин. 67 516 180 12 426 10494 38642 264 3 333 
ST nme АЕ И 61 621 166* 13 100* ae 44 702 306 3 120* 
Soviet Union 
197 SPE А аш 88 703 112 23 351 14 235 66 314 181 5 919 10.7 7 864 26.9 
Об ket обе 85 102 120 25 008 15252 99872 266 5 987 10.1 8 281 28.1 
ПО, WORE POLI >, 83 400 118 23 000 a 93 300 248 an «3 8 760 vs 
Plan 1978 G38". hia. Ls it Я и ых 96 200 № Bs bo 8 500 BS 
Plan 1976-1980 ....... A aa ae .. 95000-98000 .. 7 600 5 ne Ae 
Byelorussian SSR 
и И] 145 710 693 1135 223 
Об еее. ао нот 14126 167 699 541 1 068 216 
ржа бон 11 256 se 621 a 1 354 Pe 
Ukrainian SSR 
Пе сз once 16 469 88 6 038 3697 38342 217 2 390 14.1 
OE Sedaka cd Ie 23 724 138 8 213 3927 61840 345 2110 12.3 
ПВ А.В 18 800 Fe 6 600 3 55 500 ne 2 670 a 
Soviet Union and eastern Europe 
С" > 151 033 128 34989 22528 106921 212 8 954 
Тобою: По 152 618 141 37434 25746 138514 265 9 320 
1977 BORA at PICANOL RY, 145 021 134* ee .. 138002 264 A 


Sources: As for table 2.1. 
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Last year’s winter sowing of grain in the Soviet Union 
was marked by a further extension of the area under 
winter grain (by about 2 million hectares). It has been 
reported that autumn work was carried out earlier and 
more systematically than in previous years, and that the 
moisture content of the soil was at the right level. More 
attention has been paid to optimal sequence of crops. 
The area under winter grain has been extended in most 
of the east European countries too. Another important 
trend in the cultivation structure is the enlarged area 
under soya beans. Particularly in the Soviet Union, 
where a special programme for the cultivation of soya 
beans has been elaborated, but also in Bulgaria, Hungary 
and Romania, the share of soya beans in total crop 
production is increasing. The actual area under soya 
beans is, however, still very small. 


With respect to non-grain crops, last year’s harvest 
was better than in previous years in almost all the coun- 
tries of the region (table 2.8). In the Soviet Union a 
record harvest of cotton, amounting to 8.76 million tons, 
was obtained. This is more than the annual average 
figure planned for the 1976-1980 period (8.5 million tons). 
The output of oilseeds was also higher than in previous 
years (by 11 per cent compared to 1976). Although 
sugar-beet production did not reach the high level of the 
1976 bumper harvest, it amounted to 93 million tons, 
and exceeded the 1971-1975 average by almost 23 per cent. 
These trends are largely related to the extension of the 
area under sugar-beet. About 85 million tons—a new 
record—was delivered to the refineries last year. Produc- 
tion of sugar-beet also reached high levels in Czecho- 
slovakia, Poland and the German Democratic Republic 
considerably exceeded in each case the results of the 
previous years. The sugar content was particularly high 
in Hungary. The declining trend in the sown area and 
output of potatoes, which was visible in the Soviet Union 
throughout the early 1970s, continued in 1977. 


With respect to fodder crops it is worth mentioning 
that output of green fodder, fodder beet and silage maize 
increased considerably last year in Czechoslovakia, the 
German Democratic Republic, Poland and the Soviet 
Union. Since grain output in some of these countries 
was lower than in 1976, this is an important balancing 
element in the animal feed situation. Great efforts have 
been made everywhere to increase the output of feed- 
stuffs, and to use them in a more rational way. 


Comparing the output levels of feed grains and fodder 
crops reached in 1976 with those of 1970, it emerges 
that high growth rates were obtained in the Soviet Union 
(58.2 per cent in the case of feed grains and 29.2 per cent 
for fodder crops), in Romania (79.6 per cent and 61.3 per 
cent respectively), in Bulgaria (34.0 and 32.1 per cent) 
and in Poland (21.5 and 44.1 per cent). In the German 
Democratic Republic a high growth rate (58.6 per cent) 
was attained in the production of feed grains, but not in 
that of fodder crops, because of shortfalls in 1975 and 
1976. The level of output of fodder crops in 1977, 
however, exceeded that of 1976 by about 60 per cent. 
A similar increase was reported last year for Czecho- 
slovakia and Poland (table 2.9). 


The share of total sown area under feed grains, fodder 
crops and potatoes increased between 1970 and 1976 in 
the Soviet Union (from 50.7 per cent to 56.1 per cent) 
and in Bulgaria (from 49.2 per cent to 54.5 per cent). 
It declined, however, in Czechoslovakia (from 65.5 per 


cent to 59.5 per cent) and in Hungary (from 63.5 per cent 
to 55.9 per cent). In the German Democratic Republic, 
Poland and Romania it remained more or less unchanged. 
The share of the sown area under feed grains increased, 
however, in all countries except Hungary, while that of 
fodder crops decreased or stagnated in all countries 
except Poland. 


Although fodder output (feed grain and fodder crops) 
grew at higher rates than the stock of livestock during 
the early 1970s, the high amplitude of fluctuations in 
fodder production from one year to another have caused 
many problems in relation to feeding the increased 
number of animals. This has been particularly a problem 
in Poland, the German Democratic Republic, Czecho- 
slovakia and the Soviet Union, where bad weather con- 
ditions have caused a decline in fodder production over 
the last year or two. More attention is now being paid 
to the processing and storage of feedstuffs. 

In the Soviet Union, the production of mixed fodder 
concentrates, processed from state grain procurements, 
rose from 15 million tons in 1965 to 40 million tons in 
1975, and reached 51 million tons last year. By 1980 
production should reach 80 million tons. Although more 
than helf total gross output of grain is used to feed 
animals, only 30 per cent of this grain is processed at the 
present time. In Czechoslovakia, the German Democratic 
Republic and Poland, the share of total grain production 
used for livestock breeding is around 70 per cent, with a 
relatively high proportion of processed grain. In Poland, 
enterprises of the ministry of agriculture, the ministry 
for food processing and procurement, and rural co- 
operatives produced more than 9 million tons of protein 
fodder and concentrates in 1976. By 1980 the annual 
output should have increased to more than 13 million 
tons. New capacities for the production of compound 
feedstuffs have been put into operation in all the countries 
of the region. In Czechoslovakia the fodder industry has 
been set a protein feed target of 7 million tons for 1980. 
Storage space will be enlarged by about 1.7 million tons 
over the next few years. 

The construction of grain elevators is being accelerated 
in all countries. The Soviet Union plans to put into 
operation grain elevators with an aggregate capacity of 
30 million tons over the 1976-1980 period, which is 
almost double the capacity built 1971-1975. Grain storage 
capacity increased last year by over 5.6 million tons. 


Since total grain output has not developed according 
to plan in some countries of the region, imports of feed 
grain have had to be increased considerably. Between 
1974 and 1976 net imports of feed grains went up in 
Czechoslovakia from 217 thousand tons to more than 
one million tons, in the German Democratic Republic 
from 1.5 million tons to 3.4 million tons, in Poland from 
2.2 million tons to 3.4 million tons, and in the Soviet 
Union from 2 million tons to 13.3 million tons. Total 
net imports of grain amounted in 1976 to 1.8 million tons 
in Czechoslovakia, 5.1 million tons in the German 
Democratic Republic, 6.0 million tons in Poland and 
19.2 million tons in the Soviet Union. In Poland at least 
an equal amount was imported last year, but the level 
of grain imports into the other countries was probably 
lower than in 1976. The grain deficit for the region as 
a whole increased from 6.3 million tons in 1974 to 28.9 mil- 
lion tons in 1976. It may have been somewhat lower in 


1977. Hungary, Romania and Bulgaria are net exporters 
of grain. 
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TABLE 2.9 


Production of coarse grains and fodder crops 
(Output per year in millions of tons and area in thousands of hectares) 


a rs 


Coarse grains Fodder root crops Green field fodder Silage maize Meadows and $ pastures 
Country and period Area Output Area Output Area Output Area Output норы о 
Bulgaria 
ПО See ee re ee 13 202 4.32 18 0.82 395 1.69 323 4.07 1 495 0.63 
1975 werk: а, hove tit th 14 895 5.00 16 0.72 436 1.98 244 3.98 1 494 0.67 
CUS seer 9 Se eee 15 330 5.40 17 0.87 425 2.03 256 4.76 1 743 0.68 
Czechoslovakia 
О. 1360 4.43 67 2.22 1452 7.95 11.56 2.99 
ни ee 1438 4.66 41 1.75 1410 8.44 439 14.85 3.01 
бо. 1347 3.85 34 1.12 1 394 7.02 449 12.44 2.48 
с ааа acters ae 5 1.23 we ae 16.14 
German Democratic Republic 
OAS Le Ee ie а 1117 4.17 110 5.55 514 15.36 346 10.90 1 346 3.90 
TOT Sane Seer aie oy sina 1 271 4.67 67 3.09 475 14.83 340 9.60 1 281 3.98 
о ее 1220 4.07 47 1.77 473 12.26 352 6.60 1 200 3.33 
197 TOR Pee ey WY Hee oe a A 2.52 af a8 14.73 5.10 
Hungary 
NORE Rep И ie eee ane 1 732 6.83 ae 1.05 1.32 247 3.85 1 695 4.36 
ET aa ee 1715 7.96 22 0.84 1.16 253 4.62 1 696 4.75 
ое iN 1 606 5.98 21 0.72 0.96 327 4.87 1 682 4.04 
Poland 
ТО -1975 IHS. Е аси 3 935 7.90 248 7.83 908 5.20 299 11.91 2500 14.70 
1975 Sete ГРАНИ & 3 421 8.29 252 7.77 969 4.75 438 232 2501 15.48 
Об рен tex 3 165 8.37 256 8.38 938 4.85 538 20.19 2515 14.16 
ен 6 deh 0 we 3 050 7.85 Sis a ee oe ae 24.10 a An 
Romania 
NOTI-19 Some We ee cs. a eles 808 3.0 62 2.06 236 5.6 311 5.8 
OTS lose fortes of cha Ss see he." 892 4.2 79 2.32 Ae 5.9 231 5.9 
обе Fe Se BOs Se HO 893 3.7 87 4.12 at 5.2 240 6.3 
Soviet Union 
919 5 servicers ait опа + 54 020 81.1 1704 40.3 41 638 72.4 17426 223.60 317784 46.8 
ii} eee omer 57 925 64.8 1 639 34.4 42 068 70.6 17346 193.00 317 843 45.2 
976 Be a пи ce eisasanycehia ве 59 258 112.9 1 803 50.0 41 783 85.3 18114 277.10 319844 45.9 
Byelorussian SSR 
о eee nts chee eee 1 205 2.3 80 1.9 1 654 6.4 125 a5 308 
TOTS Gee ee aa. ee ae 1 600 3.0 125 x 1 886 8.2 144 ae 457 
ПР 2° д hy Secs eae eee eene 1 720 4.8 154 1 693 7.9 155 BS 473 
Ukrainian SSR 
О на ee eee 8 656 19.6 713 17.0 5 368 13.0 4 465 58.60 ae 4.4 
Е ts) fete. 5) 7 809 14.4 703 16.4 5 367 16.1 4 249 58.60 2186 3.2 
О и. 10 596 28.8 776 27.9 5 333 16.3 4 705 91.20 2172 2.6 
Sources: Аз for table 2.1. в In hay equivalent. 


In the Soviet Union output fluctuations relating to 
difficult climatic conditions have caused the emergence 
of a grain deficit in a number of recent years. Even in 
1976, however, when imports of grain were at an excep- 
tionally high level because of the extremely low harvest 
in 1975, the share of grain imports in total Soviet grain 
consumption was less than & per cent. In the German 
Democratic Republic, Poland and Czechoslovakia the 
corresponding share ranged between 38 and 16 per cent 
in 1976. In the current five-year plans high priority is 


attached to increasing grain output, particularly in those 
countries which find it difficult to meet demand for grain 
from home production. 


Growing emphasis is also being placed on the produc- 
tion and processing of other fodder crops with a high 
protein content, such as soya beans and other legumes 
and oilseeds. The production of soya beans for the 
feedstuffs industry is to increase considerably in Bulgaria. 
By 1980, 80 thousand hectares are to be sown and an 
average yield of 20 quintals per hectare is expected. At 
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the present time, all the countries of the region except 
the Soviet Union import oil seed cake and soya bean 
cake. Net imports of oilseed cake into the region as a 
whole increased from 3.4 million tons in 1974 to 3.8 mil- 
lion tons in 1976, and that of soya bean cake from 
2.4 million tons to 2.8 million tons. The main importing 
countries are Poland, the German Democratic Republic, 
Czechoslovakia and Hungary. The Soviet Union con- 
siderably increased imports of soya beans in 1976 (more 
than 1.7 million tons as against 0.3 million tons in 1975). 
In the German Democratic Republic great efforts have 
been made during the last few years to make better use 
of domestic resources as feedstuffs. The production of 
straw pellets, industrially processed, and with protein, 
vitamins and other biologically active elements added, 
increased from 200 thousand tons in 1974 to almost 
1.5 million tons in 1977. The amount produced last year 
has the same protein content as, for instance, 186 thou- 
sand tons of extract of bruised soya beans. In feeding 
value this would equal the output of coarse fodder from 
about 100 thousand hectares. It is planned to increase 
the production of straw pellets to almost 4 million tons 
by 1980. A total of 726 thousand tons of artificially 
dried green fodder was produced last year, 40 per cent 
more than in 1976. The artificial drying of green fodder 
is also gaining importance in the other countries of the 
regions, as is the processing of straw for fodder purposes. 


(ii) Livestock and livestock output 


In 1977, the livestock sector developed at higher rates 
than in 1975/76 in almost all the countries of the region 
for which information is available (see chart 2.3). For 
Poland a rate of growth of 12.7 per cent, admittedly in 
relation to a low 1976 figure, was reported. In Hungary, 
livestock output rose by 10-11 per cent, after a decline 
of 1 per cent in the preceding year. In Czechoslovakia it 
increased by 3.2 per cent (compared with 1.9 per cent 
in 1976) and in Bulgaria by 2 per cent. The data on meat, 
milk and egg production indicate that considerable 
growth was achieved in the Soviet Union after two years 
of negative rates. Thus the livestock sector, which has 
been badly affected by low harvest results and serious 
fodder problems in some countries during recent years, 
has now recovered the level reached at the end of the 
previous five-year period in the region as a whole. 


In the Soviet Union, livestock numbers increased con- 
siderably last year (table 2.10). The number of cattle 
rose from 110.3 million at the end of 1976 to 112.5 million, 
that of cows by more than 600 thousand to 42.6 million 
head, and that of pigs by more than 7.2 million to 
70.3 million head. In Poland the number of pigs again 
reached more than 20 million last year, after having 
declined to less than 17 million head in 1976. That of 
cattle increased by one million head to a higher level 
than ever before. On the other hand, the number of 
cows went up relatively little, remaining below the level 
reached in 1975. 


In the light of measures taken to increase meat output, 
including the continuation of fodder imports, it can be 
expected that despite the low harvest results last year 
there will be a further rise in the number of animals in 
Poland in 1978. In Bulgaria the number of pigs declined 
slightly last year, after a sharp decrease in 1976, and fell 
to the level of 1974. The cattle and cow population, 
however, continued to increase in that country. For 
Czechoslovakia a clear rising trend in livestock numbers 
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can be seen. In 1977 a particularly rapid growth in pig 
rearing was reported (10 per cent). After a small decrease 
in livestock numbers in the German Democratic Republic 
in 1976, the level of previous years was regained last year. 
The German Democratic Republic is the only country 
of the region which does not envisage an increase in 
numbers of animals during the current five-year period. 
Priority is currently attached rather to the efficiency of 
animal husbandry, and output of animal products is to 
increase by 9 per cent on the basis of higher yields in the 
period up to 1980. 


In Hungary numbers of livestock went up slightly in 
1977. The number of cows increased in Romania, 
whereas that of cattle (excluding cows) and pigs slightly 
declined. For the region as a whole the number of cattle 
increased by 2.4 per cent and that of pigs by 9.4 per cent 
over 1976. 


The density of animal husbandry varies considerably 
within the region (see table below) but the general trend 
in all countries has been for it to increase. In some 
countries however, the density with respect to cows has 
not changed much. 


The rate of increase in the density of pigs has, during 
recent years, been much more dynamic than that of 
cattle in all countries except the Soviet Union. Expressed 
in livestock units (covering cattle, pigs, sheep and goats, 
poultry and horses) per 100 hectares of agricultural land, 
the highest density in 1976 was reached in the German 
Democratic Republic (121), followed by Poland (89), 
Czechoslovakia (85), Romania (68), Hungary (56), 
Bulgaria (56) and the Soviet Union (25). 


In 1977, the output of meat increased considerably in 
the Soviet Union, reaching 14.8 million tons, that is 
10.5 per cent more than in 1976. The fattening of livestock 
was generally better organized than in previous years. 
The 1978 plan envisages the production of 15.6 million 
tons of meat, and the fulfilment of this target will depend 
mainly on the growth of fodder production in quantitative 
and qualitative terms. The state will spend 3.4 billion 
roubles from the budget on the reconstruction and 
expansion of livestock-breeding sections, and on the 
construction of livestock complexes and poultry factories. 
A number of commercial poultry farms with a total 
capacity of 37 million broilers, and livestock complexes 
with capacity for 70,000 head of cattle and 437,000 pigs, 
are to be put into operation. 


Output of meat increased in Hungary by 12 per cent 
and in Romania by 6-7 per cent in 1977 by comparison 
with the preceding year. Increases in procurement prices, 
premiums for long-term contracts in the subsidiary plot 
sector, and measures to ensure adequate fodder supply 
were the most important steps taken in Hungary to 
increase pig-meat production. In Czechoslovakia produc- 
tion of pork and poultry meat rose by about 4.5 per cent. 
In the German Democratic Republic a lower level of 
output of meat was planned than that reached in 1976. 
The target was exceeded by 1.2 per cent, but output was 
still lower than it had been in 1976. 


In Bulgaria meat procurement over the first nine months 
of 1977 decreased by 4.5 per cent in comparison with 
the same period of 1976. This may be the result of 
measures taken to increase livestock numbers. 


In Poland, where agriculture has been particularly 
affected by bad weather conditions over the last three 
years, meat production decreased by 1.2 per cent last year. 
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TABLE 2.10 


Livestock and livestock output 


tes a ee a 


Li k ; 
(in нае of head) И ны 
of which: Sh ee ae SS ee aE Ge 
Country and period Cattle Cows Pigs and Bite Meat oD late Milk (in pelos) Wool 
ee ee ee eS ee a eo a 
Bulgaria 
АЛК, № с Са 1725 703 3 889 10 335 657 123 1803 1817 34.0 
ПО. . =A Thi 721 3 456 10 033 732 130 1816 1 816 33.8 
LOTT oe eke cc toe ie we 1 800* 726* 3 400 10 460* a 7 1 900* 1 830* ae 
Czechoslovakia 
RARE pelt Qi, Fk ae 4555 1 903 6 683 926 1 349 134 5 562 4 499 3.6 
бе а ee 4 654 1898 6 820 895 1322 141 5 485 4 492 3.6 
а. 4 758 1898* 7 510 940* Se af 5 617* 4 639 © 
German Democratic Republic 
То See. SCR sas 5 532 2155 11 501 1935 1718 127 8 095 5 047 9.7 
Я о ee. ee Re. A ae 5 471 2 146 11 291 1912 1 693 132 8 092 5 217 10.6 
ОД it ere 5 5 549 2 158 1757, 1970 1 657 136 7 939 5 266 10.4 
Hungary 
1975... es Е с 1904 760 6 953 2053 1840 355 1920 4 001 8.4 
1976: Sextus аи 1887 766 7 854 2 364 1 678 387 2 022 3 726 8.5 
199... Bed sok te Ss 1 950 780* 7 839 2 520 1 880* a 2 244 4 800 9.9 
Poland 
GTS и... о: 12 764 6 138 21 647 3 298* 3 067 254 16 407 8 013 9.5 
ПОВ, о Laces ae ср as 12 002 5 786 16 766 3 251* 2902 299 16 552 8 020 10.6 
О сы» аа 13 019“ 6008“ 200514 3730* 2867 343 17 600 8 413 13.1 
Romania 
OTS Aare cette ei Base eg aC 6 126 3 028 8 813 14 310 2 063 354 4 442 5 412 31.5 
Тб с. ae а = 6 351 3 014 10 193 14 775 2311 394 4 830 6 153 32.0 
His. oo cS Ss Coe 6 301 3 126 9 732 14 849 an we 5 360 5 26 
Eastern Europe 
AOI оО А-а а 32 606 14 687 59 486 32 857 9 541 1 191 38 283 28 789 96.7 
Об ont Metre othe: “si ei 2s 32 152 14 331 56 380 33 230 9 381 №315 38 874 29 424 99.1 
OU oe Se ee ое 33 380* 14700* 60289 34 470* ae is 40 660* Ay т: 
Soviet Union 
р spre me We 111034 41917 57 899 147091 14 968 1539 90 804 57 463 467.0 
TOMS” aac 9 в One eee mee 110 346 41 987 63 055 145 373 13 395 1 414 89 158 55 626 433.0 
То... а ie agers 112 500 42 600 70300 146 200 14 800 As 94800 61000 458.0 
РаПе ось... aA 95 400 62 600 56 
Byelorussian SSR 
о ewes Si ре 6 406 2 680 3 999 565 842 59 6 109 2 631 1.0 
19760... м Ни а 6 494 2 688 4 158 554 825 60 6 087 2544 1.0 
1977: ое. а eee 6 6 704 2741 4 565 582 895 AG 6 534 2741 1.1 
Ukrainian SSR 
ок ог. 24 180 8 978 16 847 9 115 3 516 436 21 287 12 429 28.8 
сес ео 24 196 9 002 18 195 8 911 3 069 387 20 767 11 751 25.0 
СЫ ОР Аа 24 900 9 100 19 800 9 200 3 500 я 22 200 13 100 29.6 
Soviet Union and eastern Europe 
1975S о et Stieeear oc 143 640 56 604 117385 179948 24 509 2730 129087 86 252 563.7 
о WS ach le Ge 142 498 56 318 119435 178 603 22 776 2729 128 032 85 050 532.1 
По ее © pet ee 145 880* 57300 130589 180670* i be a 5 a 


Sources: As for table 2.1. а 4 и 
. bers on the basis of end-year censuses. Meat is in carcass weight for Bulgaria, Czechoslovakia, the German Demacratic Republic, Poland an 
the Soviet Приор indies weight for Hungary dod Rommel. Milk is in millions of litres for Hungary and Romania. Eggs include only hens’ eggs for Czechoslovakia, 


the German Democratic Republic, Hungary and Poland. Wool is raw wool on a greasy basis. 
в June 1977 
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Livestock numbers рег 100 hectares of agricultural land 


nen 


Cattle 
1970 


1977 


of which: 
Cows 


1977 


Pigs 


1970 1970 1977 


eee 


Bulgaria ее 23 30 
Czechoslovakiane. 2 Se". ... 60 68 
German Democratic Republic 83 88 
Hungary orate, а. 28 29 
Poland see ccs ws 52 67 
Romaniasor srr sce sie « 35 42 
ИСИ со озеро 18 20 


10 12 39 55 
27 27 78 107 
34 34 154 187 
11 12 106 115 
30 31 71 105 
15 21 43 65 

7 8 12 13 


The upward tendency in the number of slaughter animals 
which manifested itself particularly in the second half of 
1977 may, however, be more important for the consoli- 
dation and reconstruction of the Polish livestock sector 
than the level of current output of meat. 


All the east European countries show net exports in 
meat, and the foreign trade surplus for the area as a 
whole has averaged more than half a million tons over 
the past few years. Between 1974 and 1976 all countries 
except Poland increased exports of meat and. decreased 
imports. 

Output of milk and eggs increased last year in all 
countries for which data are available. In the Soviet 
Union milk output amounted to 94.8 million tons, that 


is 6.3 per cent more than in the preceding year and the 
highest output ever achieved. The yield per cow increased 
by 150 kg. As far as output of milk and eggs is concerned, 
the planned average annual production level for the 
current five-year period has been reached and exceeded 
(61 billion eggs were produced in 1977). 

High growth rates in the production of milk were 
achieved in Hungary (11 per cent), in Poland (6.3 per cent) 
and in Bulgaria (almost 5 per cent). 

In the German Democratic Republic the 1977 plan 
targets for state procurements of milk and eggs were 
overfulfilled by 1.1 and 4.8 per cent respectively. State 
procurements of milk were, however, slightly below the 
level of the previous year (table 2.11). 


3. INDUSTRY AND ENERGY 


A. INDUSTRY 


In 1977, gross industrial production in the region 
increased by an estimated 6.4 per cent, compared with a 
rate of 5.8 per cent in 1976. Accelerated growth was 
registered in the Soviet Union and, among the east 
European countries, in Hungary and Romania. The pace 
of industrial expansion remained almost unchanged in 
Czechoslovakia and slowed down in Bulgaria, the German 
Democratic Republic and Poland. Changes in the growth 
rate of industrial labour productivity were generally in 
the same direction as changes in the growth rate of output, 
but were in some cases less and in others more pro- 
nounced (table 3.1). 


With a few exceptions, these changes in growth rates 
of output and labour productivity were well in line with 
the annual plans. However, in a number of cases over 
the last two years plans have been set at lower levels 
than those implicit in the 1976-1980 plans. The base 
attained by the end of 1977 for the achievement of 
medium-term goals is, consequently, not so strong as 
degrees of fulfilment of annual plan targets might suggest. 
This is particularly true for the Soviet Union, Czecho- 
slovakia and the German Democratic Republic, where 
the rate of growth of output and—to an even greater 
extent—that of labour productivity have been lower in 
the last two years than was envisaged in the medium- 
term plan. It is noteworthy that in these three countries 
no redressing is expected in 1978, with plans that once 
again call for growth rates below the medium-term plan 
average. In Bulgaria and Hungary, the targets for 1976 
and 1977 were identical to those in the plan for 1976-1980. 
In Bulgaria the growth of output and labour productivity 
fell short of the target in both years, resulting in the 
creation of a very significant gap in relation to the 
medium-term goal; here also no redressing is being con- 
templated in the current year. In Hungary, growth was 
significantly slower than planned in 1976; in 1977 it was 
much faster; taking the two years together, however, it 
barely reached the medium-term plan figure. As else- 
where, the target for 1978 implies no effort to reduce 
the gap. 


The situation regarding the relationship between 
medium-term targets and short-term targets and per- 
formance is somewhat different in Poland and Romania. 
In the former country the 1976 plan was above the 
average contemplated in the plan for 1976-1980, whereas 
the 1977 plan was below it. In the event, growth was 
faster than planned in both years and, although the 1978 
plan foresees a deceleration to a rate much below the 
average planned for the five years, enough “reserves” have 
been accumulated to ensure achievement of the 1980 
goal. In Romania, the 1976 and 1977 plan figures were 
close to the lower limit of the five-year target. With 
actual growth rates being faster than planned, the present 
policy is to maintain this “lead”, and to strive for a 


TABLE 3.1 


Gross output, employment and labour productivity in industry 
(Annual percentage change) 


—————— ЖД ДЕ ЕЕЕЖЖЖаяЖяп ип ои и н 


Labour 
Gross output Employment productivity 
Bulgaria 
НН: 9.9 1.6 8.2 
1976.2 Pen eck ss о 8.0 1.0 6.9 
Plan 1977) с 9.2 га EA 
197 Tre ere рее see 6.8 0.3 < 6.55 
Plan’1978 4) 2" oer > isi * a 
Plan 1976-1980 ..... 9.2 0.7 < 8.55 
Czechoslovakia 
197 Sig К hee ee da eta 7.0 0.8 6.1 
19.76: соке om ence 5.5 0.6 49 
РаПе oe atx She 0.9 ¢ 4.45 
197] Sree re ТЫС 5-7 1.0 4.7 
Ра А: SSS. =| =e = 
Plan 1976-1980 ..... 5.7-6.0 0.64 5.1-5.4° 
German Democratic Republic ¢ 
1975 0%: xn Sem АВВ 6.4 0.3 6.1 
1976. a ete cece 5.9 1.0 4.9 
Plan 1977-е се ЭТ 
1977 MR inte ees КС би 5.44 
Plan 1978. = 3 © se о 5.7 Ay 
Plan 1976-1980 ..... 6.0 0.5 5.4 
Hungary 
1975. 4.7 —0.2 4.9 
1976. 4.6 —0.8 5.4 
Plan. 1977 2.0. (ee ae 6.0 0.0 6.0 
197.7. Poti о Mal oe oa 6.8-7.0 —0.2 7.0-7.2 
Рае 5.5-6.0 0.0 5.5-6.0 
Plan 1976-1980 ..... 6.0 0.0 6.0 
Poland ¢ 
LEERY scones Ursin eels 12.6 1.5 10.8 
197 ие 10.7 0.3 10.4 
Ра и 7.3 0.7 6.6 
OTT eee te as pee 8.6 0.3 8.3 
Pian 1978732) ean 6.8 0.1 < 6.75 
Plan 1976-1980 ..... 8.2-8.5 0.7 < 7.4-7.8 5 
Котата 
о а 12.2 5.3 6.6 
тб See 11.4 3.8 7.3 
Рав 10.5 1.2 в 9.25 
Пи о. Ree 12.5 2.5 а 9.85 
Planii978 Gy. See 10.6 
Plan 1976-1980 ..... 10.2-11.2f 1.6-2.1 а 8.5-9.0 © 
Eastern Europe 8 
И ee 9.3 1.6 UY? 
197629 oon ae ee 8.1 1.2 6.5 
Plantl977 22a ee ee 7.0 =. Be 
1ST T Perse ede oe ae 7.7 0.7 УД 
Plan) 1978". soe) as Seen eee 6.9 i ва 
Plan 1976-1980 ..... 7.8 0.8 7.0 


108 


Industry and energy 


TABLE 3.1 (continued) 


Se ee ee 


Labour 
Employment productivity 


—————$—$—$—— 


Soviet Union 


Gross output 


Leto а (ee Ne a ie 1.5 1.9 555 
о i 4.8 22 PS) 
Рай 1977.1. осжеоии 5.6 0.8 < 4.86 
м. 5:7 1.5.0 4.15 
Plan 19737... 6 4.5 
Plan 1976-1980 ..... 6.3 0.8 < 5.5.0 
Byelorussian SSR а b 
1975S. Fates «ОА ПИЯ 10.5 2.6 9-7 
У о мВ 7.0 23 4.6 
Рае 6. al 6.3 1.3 4.9 
LTT eee. ke ee 8.3 2.6 5.6 
Plan 197894 о. . 6.1 1.0 5.0 
Plan 1976-1980 ..... 7.4 1.9 5.4 
Ukrainian SSR а b 
LT ih о eee 2-1 2.3 4.7 
А АНИ 4.3 1.8 2s 
тир ВИ ogi tow gnc 5.3 0.6 4.7 
DOTA is Se ks 5:7 1.9 37 
Ра... 4.7 0.5 4.2 
Plan 1976-1980 ..... 5.9 0.7 5.2 
Eastern Europe and Soviet 
Union & 
ОЕ Е... 8.0 1.8 6.0 
LL) (an: я 5.8 1.9 37 
ААС с Е 6.0 he 
1977 Meee srs se 6.3 ip 5.1 
PIANTIOU ел alle ons Be) es ae 
Plan 1976-1980 ..... 6.7 0.7 6.1 


Sources ; National statistics, CMEA yearbooks, plans and plan-fulfilment reports. 


Note: The figures for 1975 and 1976 shown in this table differ in some cases from 
those presented in table 1.1. The differences stem from the use in this table of data 
which are narrower in coverage, but more comparable with those for 1977. Unless 
otherwise indicated, productivity figures are derived гот output and employment 
data. These may differ from officially reported productivity changes because of 
differences in coverage and definitions. In the Soviet Union, for instance, the offi- 
cially reported increase in labour productivity was 5.9% in 1975 and 3.3% in 1976. 

в Derived from output and productivity data. 

ь Reported figures. 

е Industrial commodity production. 

@ Adjusted for the number of working days. 

€ Sales. 

1 Original figure. This was later raised to 11.5. 

я For the method of weighting, see Economic Survey of Europe in 1971, United 
Nations, New York 1972, part Il, chapter 2, page 67, foot-note 4. With 1975 as a 
base the weights are as follows: 


Bulgaria gee ok wes) = Se 2.1 Poland и В 8.3 
Czechoslovakia ....... 5.1 ТО ели ба eke ce ee ceo 4.8 
German Democratic Republic . 6.7 Военном оо, тех 70.7 
Hungary еее. 2.3 В 100.0 


considerable over-fulfilment of the original five-year 
plan.“ 


In almost all the countries of the region the current 
five-year plans envisage a slower growth of industrial 
output in the second part of the 1970s than was recorded 
in the first part. Developments in 1976 and 1977 taken 
together, and the plans for 1978, indicate a deceleration 
in relation to the 1971-1975 period which is more pro- 
nounced than was originally contemplated. Even in 
Romania, where the medium-term goal is currently being 
exceeded, the trend has been in a downward direction 
(chart 3.1). 


14 The plan was revised upwards in the course of 1977; see below. 
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The slower planned growth of output was related, 
primarily, to the expected curtailment in the growth of 
employment. On the other hand, the rate of increase in 
industrial labour productivity is—according to the five- 
year plans—to be maintained or even, as in the case 
of Bulgaria and Romania, accelerated. Only the Soviet 
Union plans a slower advance. In fact, recent figures 
indicate a declining trend not only in the Soviet Union, 
but also in Czechoslovakia and the German Democratic 
Republic; only Romania has been able to speed up the 
rate of growth of labour productivity (chart 3.2). 


Recent trends in capital productivity (as measured by 
gross output per unit of value of the stock of fixed assets) 
are more difficult to ascertain. Аз mentioned in an 
earlier Survey,® the years 1971-1975 were marked in 
almost all countries by a deceleration in the rate of change 
of capital productivity. The plans for 1976-1980 were 
constructed on the basis of the premise of a reversal of 
this trend.* Better utilization of existing plant and equip- 
ment and greater over-all economic efficiency were 
counted on as factors which might offset the impact on 
over-all capital requirements that the need to shift 
investment into capital-intensive, energy- and basic ma- 
terials-producing, branches will entail. 


It is very unlikely that such a reversal of trends has 
actually occurred. In fact, in 1976, the only year for 
which firm statistical evidence is available, the changes 
that took place were in the direction of a further deteriora- 
tion in the growth relationship between output and capital, 
as the data in the table below indicate. This was par- 
ticularly true for Czechoslovakia, where the growth 
elasticity of output in relation to fixed assets declined 
from a coefficient of 1.18 on average for the years 1971- © 
1975 to a coefficient of 0.67 in 1976, and in the Soviet 
Union where the decline in the coefficient was from 
0.86 to 0.60. A decline in the value of the coefficient 
from above to below unity was also registered in the 
German Democratic Republic and Poland, countries 
where, as in Czechoslovakia, output has historically 
risen faster than capital stock. 


Ratio of annual growth rates of output to annual growth rates 
of stocks of fixed assets 


1971-1975 1976 
Вана, pata woe eas cone Cem 0.94 1.04 
Czechoslovakiai ast. sso ake ee fe 1.18 0.67 
German Democratic Republic ..... 1.03 0.94 
Народе a, ecstasy eee 0.79 ae 
Poland: (7% bets ces ee cr Ge 1.05 0.85 
Romania” со eee sie ee ere 0.98 0.96 
Soviet. Union. дом. 0.86 0.60 


According to the plans for 1978, the rate of industrial 
expansion is to accelerate in Bulgaria and the German 
Democratic Republic and to slow down in all other 
countries. Should the plans be exactly fulfilled, the average 
growth rate of industrial production in the region will 
amount to 5.3 per cent. 


15 See Economic Survey of Europe т 1976, part П, pp. 70 ff. 

16 This can be inferred from various policy statements appearing 
in plan documents and in the professional literature. Few data 
on the planned growth of the industrial capital stock have been 
published. 
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CHART 3.1 CHART 3.2 
Industry: output and factor inputs Industry: efficiency indicators 
(Indices, 1968-1972 = 100) (Indices, 1968-1972 = 100) 
Gross output ———— + Gross output per employee 
Net output ——— Нед assets per employee 
— — — __ Employment ——— Fixed assets/gross output ratio 
—-— Fixed assets: total -------— Net output/gross output ratio 


Somes Fixed assets: machinery and equipment 


КЕ. Gross fixed investment 
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CHART 3.1 (continued) CuarT 3.2 (continued); 
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СНАВТ 3.1 (concluded) СНАвВтТ 3.2 (concluded) 
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THE Soviet UNION 


The growth of industrial production in the Soviet 
Union was faster in 1977 than it had been in the preceding 
year and well in line with the annual target. However, 
for the second year in succession, the growth of labour 
productivity was slower than planned and there was a 
serious shortfall in the growth of production of a number 
of basic industrial products. Some details on planned 
and actual growth—with a breakdown by producer and 
consumer goods—are given in the following table. 


Soviet Union: growth of gross industrial production 
(Annual percentage change) 


1976 1977 1978 1979 1980 
Industry total 
и ate 4.3 6.3 6.0 6.9 8.2 
В 4.3 5.6 4.5 
а. 3 4.8 5:7 
Producer goods 
Аа! iin Mees 4.9 6.6 6.4 del 8.0 
В. 4.9 5.9 4.7 
о о ВФ 5:5 6.0 
Consumer goods 
А 27 57 5.1 6.1 8.6 
Base ЖЕ Е 2.7 4.9 3:7 
С а 2.9 5.0 


А = Annual target, five-year plan. 
B = Annual target, confirmed. 
C = Actual performance. 


Source: Law on the state five-year plan for the development of the national 
economy of the USSR in the period 1976-1980, annual plans and plan-fulfilment 
reports. 


The upswing in the growth rate of Soviet industrial 
production in 1977 reflected the good results of the 1976 
harvest. The effect of the harvest on the growth of in- 
dustrial production can be traced through—among other 
things—the production figures shown below. It can be 
seen that, following on the poor harvest of 1975, a slow- 
down in the industrial growth rate began in the last 
quarter of that year and lasted, almost uninterrupted, 
until the last quarter of 1976. This was followed by an 
acceleration which was, however, again reversed inthe 
last quarter of 1977. 


Soviet industrial production by quarters 
(Percentage change over the corresponding quarter 


of the preceding year) 
01 02 03 0+ 
95 рейки 7.5 8.0 7.9 6.6 
Le Ene о О Sec 4.8 5.1 4.5 4.8 
1977s atte oe et eens 5.6 5.8 6.0 5.4 


Source: Plan-fulfilment reports. 


From a branch point of view, the 1977 upswing reflected 
mainly better performance on the part of the food process- 
ing industry, which expanded production by 5 per cent, 
as against a decline of 1.5 per cent in 1976—making it 
possible to accelerate the rate of growth of output of 
consumer goods from 2.9 to 5 per cent. The.pace of 
expansion of output of producer goods changed very 
little, but. the growth rate of the electricity industry 
declined, while that of the chemicals industry was con- 


siderably lower than planned, and a little lower than in 
the previous year (table 3.2). 


Output of electricity rose by 3.2 per cent, the lowest 
rate in the post-war period. Output of coal rose by 
1.5 per cent, that of crude oil by 5.1 per cent and that of 
natural gas by 7.8 per cent, with the growth of output 
of coal and crude oil being slower than planned, and that 
of output of natural gas faster than planned (table 3.3). 


Metallurgy output as a whole rose by 2 per cent as 
did that of both ferrous and non-ferrous sub-divisions. 
Output of finished steel products and of steel pipes—of 
great importance in the programme for the development 
of energy resources !’7—remained at the 1976 level. One 
of the problems facing the Soviet iron and steel industry 
is low profitability and rising costs of production. Sources 
of high-quality, low-cost iron ores are being exhausted 
and expansion of production requires deeper mining, and 
open-casting under less favourable conditions. Produc- 
tion costs are also rising because of the growing role of 
the eastern and northern regions of the country, where 
capital and wage costs are higher. Inadequacies in 
designs of new metallurgical plants have been quoted as 
an additional factor lowering the efficiency and develop- 
mental potential of ferrous metallurgy.1® 


The chemicals industry expanded production by 7 per 
cent in 1977, output of chemical fertilizers rising by 
4.8 per cent, that of plastics and resins by 7.9 per cent 
and that of chemical fibres by 6.7 per cent; these figures 
are similar to those attained in 1976 but are lower than 
planned. 


Engineering production expanded at a rate of 9 per cent 
in 1977, with only minor changes in the growth rates of 
the various sub-branches. An ‘exception was output of 
machinery and equipment for the electricity industry, 
which expanded significantly less than in the preceding 
year. Some details on patterns of growth in the engineer- 
ing industry are given in the table on page 115. Notable 
is the continued rapid and above-plan growth of output 
of automation systems, and of computers and computer 
parts. 


Production of passenger cars went up by 3.3 per cent, 
to a total of 1.28 million units in 1977. Only very small 
increases were recorded for most other major consumer 
items, the only notable one being a 38 per cent increase 
in the output of colour television sets.’ 


Light industry continued to expand at a rate of 4 per 
cent, which is below the planned rate. While great 
efforts have been made in recent years to modernize this 
branch, the pace of structural innovation and quality 
improvement is still inadequate. Reported shortages of 
high-quality cotton fibres and a decline in the growth rate 
of production of chemical fibres in the last two years has 
tended to complicate the situation, the effect being that 
even previously dynamic sectors like clothing and knitted 
wear have expanded production only modestly in the last 
two years (at a rate of 4 and 3 per cent respectively). 
Over-all output of fabrics expanded by only 1.1 per cent 


17 See note on energy below. 

18 Unit capital investments per ton of steel have been estimated 
at 450 roubles in the Soviet Union, as against 150 roubles in Japan, 
225 roubles in western Europe and 300 roubles in the United States 
(V. I. Cheplanov and M. K. Sorokina, “Efficiency factors in the 
production of famous metals”, in Ekonomika i Organizatsiya 
Promyshlennogo Proizvodstva, No. 3, 1977, p. 135). 


19 Which still account, however, for only 15 per cent of the total. 
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TABLE 3.3 


Soviet Union: output of some major industrial products 
Э— 


1975 1976 i977 1977 а 1980 
Па RYU) ae, ий 
Electricity (billions of kWh) . . . 1038.6 1111.4 1160.0 1150 1 380 

of which: 

Thermale- и 892.4 te ee ae 1 103 

Hydro: fi покуда 126.0 135.7 162.0 ed 58 197 

АПС, азы 20.2 5 я 35 м 80 
Coal (millions of tons) ..... 701.3 711.5 733.0 722 746 805 
Crude oil (millions of tons). . . 490.8 519.7 550.1 546 575 640 
Natural gas (billions of cu. metres). 289.3 321.0 342.0 346 370 435 
Steel (millions of tons) ..... 141.3 144.8 152.3 147 168.5 
Finished steel (millions of tons) . 98.7 101.4 106.5 102 bi: 117.5 
Steel pipes (millions of tons) . 15.97 16.81 17.6 17 a 19.8 
Mineral fertilizers (millions of tons) 90.2 92.2 98.5 96.7 ys 143 
Plastics and resins (thousands 

ОРТО) еж ее о 2842 3 058 3 449 3 300 5 739 
Synthetic and artificial fibres 

(thousands of tons). ..... 955 1020 1100 1 088 1 460 
Cement (millions of tons) 122.1 124.2 130.8 127 144.5 
Pulp (thousands of tons). . ... 6 815 7 204 7 532 7 400 9 130 
Paper and cardboard (thousands 

Of LONS) све 8 583 8 916 9 084 9 100 9 870-10 300 
Fabrics (billions of sq. metres) . . 9.96 10.28 10.64 10.4 12.75 
Meat ¢ (thousands of tons) . . 9862 8 368 9 800 9 100 
Sugar (millions of tons) . ... . 10.38 9.25 13.84 12 


Sources: As for table 3.1. 
© Industrially processed. 


Soviet Union: output of the engineering 
and metal-working industry 


(Percentage change over preceding year) 
1975 1976 1977 


Output by ministry 


Heavy industrial and transport machinery. . 3 6 5 
Machinery and equipment for the power in- 
СОНИ Mabe et os ts 6 9 6 
Equipment for construction, road building and 
Civiliengineering а ДЕ eek sl ls cores 8 7 5 


Machine building for the chemicals and petro- 


TOUDLINGUSTEICS а Ва on cays fos be 9 8 8 
Machine-tool and tool industry ...... 11 10 10 
Motor vehicle industry .......... 9 8 8 
Tractors and farm machine building . . 9 7 6 
Machine building for light industry, the food 

industry and household appliances .... 8 8 7 
Electrical equipment industry ....... 9 8 7 
Instrument-making, automation systems and 

Control systems Mia «cesta, hye Wee 15 12 11 
Machinery for livestock breeding and fodder 

DLOGUCTON frets e Make ice: Beak 11 11 10 

Output of selected categories i: products 
Equipment for the chemicals industry. . . . 11.2 8.1 7 
Equipment for light industry ....... 99 49 7 
Equipment for food processing ...... 7.80.9 7 
Automation systems ........-+.+-+. 12.0 11.4 12 
Computers and computer parts. ...... 31.8 18.1 25 
Metal-cutting machines. ......... 7.6 7.4 9 
Forging and pressing machines ...... 7.3 14.2 8 
Agricultural machinery .........--. 8.7 64 7 


| Source: National Statistics and plan-fulfilment reports. 


in 1977, as against a plan target of 3.5 per cent, after 
having risen by 3.2 per cent in 1976. 

Although the growth rate of total output in the food- 
processing industry was well in line with the annual 
target, the structural pattern differed greatly from that 
envisaged by the plan. Output of processed meat rose 
by 8.7 per cent, whereas the plan had provided for a 
17 per cent increase—aiming at a full recovery to the level 
of 1975. Output of sugar rose by 30 per cent, that of 
butter by 11 per cent, that of vegetable oils by 6 per cent 
and that of milk and milk products (in milk equivalent) 
by 4 per cent. 


According to the 1978 plan, the growth of industrial 
production in the Soviet Union is to decelerate to a rate 
of 4.5 per cent. The scaling down of the 1978 production 
target apparently reflects the situation with respect to 
agricultural supplies, difficulties in securing an adequate 
rate of expansion of the raw material base in the face of 
rising capital costs, mounting demand for high technology 
equipment and problems of industrial organization. All 
these problems are to a large extent associated with the 
geographical shift of production into regions east of the 
Urals. Moreover, since labour productivity has not 
grown as fast as planned, the problem of assuring ade- 
quate supplies of labour has also become more pressing. 


In the Byelorussian SSR the industrial growth rate 
accelerated from 7.0 per cent in 1976 to 8.6 per cent in 
1977, surpassing the annual plan target of 6.3 per cent 
by a big margin. Labour productivity rose by 5.6 per cent 
as against the 4.9 per cent planned. There was a sharp 
decline in the growth of electricity production, whereas 
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light industry and-—especially—food processing expanded 
faster than in 1976. The engineering industry grew at a 
rate of 14 per cent and the chemicals industry at a rate 
of 13 per cent. The plan for 1978 calls for a similar 
over-all rate of growth as was envisaged for 1977, the 
target for industrial production being fixed at 6.1 per cent 
and that for labour productivity at 5.0 per cent. 


In the Ukrainian SSR the volume of industrial produc- 
. tion expanded by 5.6 per cent in 1977, as against the 
5.3 per cent envisaged in the plan and the 4.3 per cent 
achieved in 1976. The growth of labour productivity was 
also faster than in the preceding year—3.7 per cent as 
compared with 2.3 per cent—but did not reach the planned 
rate of 4.7 per cent. The engineering industry achieved 
a rate of expansion of 9 per cent, and growth was signifi- 
cantly above average in the food industry, where output 
rose by 7 per cent. The plan for the current year foresees 
a 4.7 per cent rate of growth of industrial output and a 
4.2 per cent gain in industrial labour productivity. 


EASTERN EUROPE 


Following a number of years of somewhat erratic 
fluctuations (beginning in 1974) the stabilization of 
industrial growth in Bulgaria at a rate of 9.2 per cent 
—the average rate for the early 1970s and the rate built 
into the current five-year plan was envisaged for 1977. 
Compared to the rate of growth attained in 1976, this 
would have meant an improvement, and the upturn was 
to have been spear-headed by faster growth in engineering, 
the consequence of a planned step-up in both investment 
and exports. Growth in agricultural production resumed 
in 1975, and it was envisaged that performance would 
continue to be satisfactory and that food processing 
(the second largest industry in Bulgaria and also an im- 
portant export earner) would continue to expand at.a 
rapid rate. Light industry was set relatively modest 
targets but money incomes were to increase modestly so 
that equilibrium on the internal market could be stabilized. 


In the event, industrial growth in 1977 was impeded 
by two earthquakes, which disorganized economic life 
and caused severe damage to plant and equipment.” 
Climatic conditions in agriculture were also unfavourable, 
and this necessitated redirection of import flows and 
created difficulties in supplying some industrial branches 
with necessary raw materials. The growth of industrial 
production decelerated, in actual fact, from a rate of 
8.1 to one of 6.8 per cent, falling significantly short of 
the annual target. A below-plan gain was also registered 
in industrial labour productivity, although the decline in 
the rate of expansion was less pronounced (from a rate 
of 7.4 to a rate of 6.5 per cent). 


The falling away in agricultural supplies was reflected 
in a decline of 0.7 per cent in the output of food processing 
as compared to a rate of growth of 7.7 per cent in 1976. 
The dairy products section performed well, but output 
of meat declined significantly. A notable change in the 
structural pattern of growth was brought about by the 
swift recovery in the growth rate of the chemicals industry, 
which showed an increase of 12.3 per cent, after having 
grown a mere 5.1 per cent in the preceding year. There 
was a 16.5 per cent increase in the output of calcinated 


20 The loss caused by disruption and physical damage was esti- 
mated at 1,500 million leva, or around 10 per cent of the nation’s 
annual output (NMP); of this, around 400 million leva represented 
physical damage. = 


soda and a 13.2 per cent rise in that of synthetic fibres. 
Likewise worthy of remark was the acceleration in the 
growth rate of the fuel industry—from 0.2 to 6.3 per cent. 
Output in the engineering industry expanded by 13.8 per 
cent, a rate slightly above that for 1976, but less than the 
16.7 per cent planned. Within engineering there was a 
44.9 per cent increase in production of internal combustion 
engines and a 44.4 per cent increase in that of type- 
writers, a large proportion of which is exported. 


An important change in the planning and management 
system in 1977 was the creation of a National Energy 
Complex (NEC), which was charged with the provision 
of management guidance and the control of all activities. 
relating to the production, import and export and 
domestic utilization of energy sources.27_ The new set-up 
is to be based on a 3-tier system of management—the 
ministry of energy, intermediate management bodies and 
enterprises. It is to incorporate a wide variety of activities 
ranging from prospecting, exploration, design and main- 
tenance of machinery and equipment, through to the 
final phases of transportation and distribution. 


The plan for the current year envisages a 7.7 per cent 
expansion in industrial output, with output of electricity 
increasing by 10.5 per cent, that of engineering by 13.7 per 
cent, that of the chemicals industry by 11.1 per cent and 
that of construction materials by 14.9 per cent. 


The policy orientation followed in Czechoslovakia in 
formulating the plan for 1977 was centred on improving 
equilibrium on the consumer market, while continuing to 
concentrate on strengthening the foreign trade position. 
The growth rate of investment was to accelerate slightly, 
with a view to strengthening the raw material base—en- 
ergy in particular—as well as the production capacity of 
export-oriented branches. No significant change was 
planned in the growth rate of industrial production, but 
the growth of final sales was apparently scheduled to 
accelerate, with sales on the consumer market to ex- 
pand more than in 1976. 


In the event, some of these tasks were met, while 
others were only partially met. Helped by a good agri- 
cultural year, the growth rate of industrial production 
exceeded the annual target (5.7 per cent against a target 
of 5.3 per cent) and was marginally higher than in the 
preceding year. There was a more significant acceleration 
in the growth rate of industrial sales—from 4.9 to 5.3 per 
cent, with the growth of export deliveries maintaining 
the high rate of 8.3 per cent and the rate of growth of 
deliveries to the consumer market going up from 1.8 to 
3.2 per cent. Most industrial branches over-fulfilled or 
nearly fulfilled their production targets. The only excep- 
tions in this respect were the construction materials and 
clothing industries. 


Against this there was a continued tendency for stock 
accumulation to be excessive, partly because of mal- 
adjustments between the pattern of supply and that of 
demand. While total export deliveries were well in line 
with the target, the export plan for machinery to the 
western market was not met. The growth of the industrial 
wage fund was higher than planned, partly reflecting a 
marginally faster than planned growth of employment, 
but also—and more important—an above-plan increase 
in average wage. 


21 The NEC is modelled on the National Agro-Industrial Complex 
(ЧАЮ), which was set up in 1976 to manage and _-co-ordinate all 
activities relating to agricultural production and food processing. 


Seen an OE NY ne el 


_ The somewhat accelerated growth of industrial output 
in Czechoslovakia in 1977 reflected above all an improve- 
ment in the performance of the food industry, output of 
which expanded by 6.4 per cent (there was no gain in 
output in 1976 and the 1977 plan called for a growth 
rate of 4.1 per cent). Accelerated growth was also reg- 
istered in textiles, whereas in most of the other branches 
growth was slower than in the preceding year. In the 
engineering and chemicals industries the rate of expansion 
fell rather significantly. 


Output of electricity expanded by 5.8 per cent, partly 
as a result of recovery in hydro-electricity, output of 
which had declined in the two preceding years. Coal 
output rose by 2.9 per cent, output of fertilizers by 
6.4 per cent and that of plastics and resins by 26.9 per 
cent. In the engineering industry, rapid growth was 
achieved in sub-branches with special development pro- 
grammes; output of machinery for chemical plants 
increasing by 22.4 per cent, that of numerically controlled 
machine tools by 15.6 per cent and that of data processing 
equipment by 11.3 per cent. Output of meat rose by 
5.0 per cent and sugar production by 37.3 per cent, the 
latter, however, still not regaining the level of 1975. 


According to the plan for 1978, industrial production 
is to expand by some 5 per cent, with engineering output 
going up by 6.4 per cent. 

In the German Democratic Republic, total industrial 
commodity production rose in 1977 by 5.4 per cent,” as 
against a planned rate of 5.1 per cent and a rate of 
5.9 per cent achieved in the preceding year. Industrial 
labour productivity in industrial ministries rose by 
5.2 per cent as compared with a planned figure of 5.1 per 
cent and a rate of 6.0 per cent in 1976.2 


Some notion of the present pattern of structural 
growth of industry in the German Democratic Republic 
can be obtained from the plan figures shown below (no 
adequate data on actual performance are available for 
1977). In accordance with the five-year plan, high 
priority is being given to the engineering industry, 
electrical engineering and production of metal handling 
machinery in particular. Relatively high targets have 
also been set for expansion of production of spare 
parts, glass and china and light industry. 


In 1977, output of electricity rose by 3.2 per cent and 
output of lignite by 2.4 per cent, reaching a level of 
253 million tons. Rapid growth was recorded in the 


22 This figure is not strictly comparable with the others quoted, 
since it is adjusted for the number of working days. 


23 Qutput of enterprises under the jurisdiction of industrial 
ministries accounted in 1976 for 77 per cent of total industrial 
output. Growth rates of commodity output in industry as a whole 
and in industry under the jurisdiction of industrial ministries, 
together with growth rates of labour productivity in those ministries, 


have been as follows in recent years: 
Industry under the jurisdiction 


Total industry of industrial ministries 


commodity Commodity Labour 

production production productivity 
LOTT pote Staten ee. oe 5.5 6.0 4.5 
т мк > Пед 6.3 6.3 5.4 
Асума ОРВИ 6.8 7.0 5.8 
оао коек че 7.4 7.4 6.3 
По в dae 6.4 6.5 5.9 
Об glare lle. cle 5.9 6.6 6.0 
Plat 9 Tile are tal. ses 5.1 6.0 5.1 
OVE A eat canner 5.4 5.6 5.2 


241t is reported that the Martin Hoop mine of the Zwickau 
Oelsnitzer coal-field—producing hard coal—was closed in 1977 
because of exhaustion of deposits. This brought to an end the 
production of hard coal in the German Democratic Republic. 


German Democratic Republic: planned growth of commodity 
output by industrial ministries 


Ministry 1976 1977 1978 1980 
Coalsandienergy se Ae ee 4.9 3.97) 458 51 
Ore-mining, metallurgy and potash. . 4.9 4.0 3.4 49 
Ghemicalsiundustiysees een cae 7-4 eee, 6.7 hil 


Electrical engineering and electronics. 7.7 7.0 8.7 78 
Heavy engineering and plant construc- 

fon! hE avian dasa tte G2 6.4. 16.76: 9 
Metal tool production and metal-pro- 

cessing machinery о ь фа ло шк 9.1 о 3 98 
General and agricultural engineering 

and'vehiclesiwyan име 6:0 7.2 6.7 7:3 
ightandustry о ово бы а О ее 945.2 59 270 
Са ада а В 7.269 7:6 
Regionally managed industry and food 

DLOCESSING Menai ire. ПН 6.7 6.1 5.9 6.0 


Source: National plans. 


output of numerically controlled machine tools (38.5 per 
cent) and numerical guidance systems (19.9 per cent). 
There was a decline in the output of a number of basic 
chemical products, including sulphuric acid and calcium 
carbide (for the second year in succession). 


The programme of overhaul of the producer price 
system begun in 1975 was taken one step further in 1977. 
Following the price increases introduced for electricity, 
fuel, metallurgical products, construction materials and 
some other basic products, the programme was widened 
to include some chemical, engineering, glass, wood, wool 
and cotton products. The price adjustments will permit 
a further reduction in the level of state subsidies to 
enterprises (to a large extent granted to compensate for 
increases in world prices of raw materials), which is 
reported to have declined from some 5 billion marks in 
1975 to 2.4 billion marks in 1976. 


The plan for 1978 foresees a slight acceleration in the 
industrial growth rate, with industrial commodity pro- 
duction scheduled to increase by 5.7 per cent. It is 
envisaged that labour productivity in industrial ministries 
will increase by 5.0 per cent, slightly less than the rate 
attained in 1976. 


In Hungary, the growth of industrial production 
accelerated by more than envisaged in the annual plan. 
Gross output rose by 7 per cent, as against a planned rate 
of 6.0 per cent and the 4.6 per cent attained in 1976, 
There was a slight decline in employment, and industrial 
labour productivity rose by 7.2 per cent—a high rate by 
historical standards. Industrial sales expanded more 
than production, with changes in structure reflecting 
successful efforts to promote exports, on the one hand, 
and a greatly increased level of investment activity on 
the other. Deliveries to the consumer market rose very 
little—for the second year in succession (table 3.4). 


Although the acceleration in the growth rate of indus- 
trial production was broadly based, it was due more than 
anything else to improved performance in food proces- 
sing. The output of this industry went up by 9.7 per cent 
as against 1.4 per cent in 1976, reflecting the large in- 
crease in agricultural supplies from the 1977 bumper 
harvest. In engineering tie growth rate rose from 5.5 to 
7.5 per cent; this reflected a high rate of expansion of 
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TABLE 3.4 
Industrial deliveries 


(Percentage structure and annual percentage change) 


Ee 


Final use 
Inter- 
mediate Personal 
consump- consump- Invest- 
Country and period Total tion Total tion ment Export 

Е oe ee ee ee ee 
Czechoslovakia 

Percentage structure in 1975. 100.0 63.6 36.4 15.5 5.0 12.2 

1975 Suara ray aie ies 6.6 6.8 6.2 5.7. 13.3 3.8 

1976 hers м Se 4.9 5.0 4.7 1.8 5:1 8.3 

О И о о 5.3 5.9 4.2 2.6 0.2 7.3 

Plan 1976-1980 ....... ee 5.7* 4.1-4.4 3.7 8.1-8.3 
Hungary 

Percentage structure in 1975. . 100.0 51.5 48.5 21:9 3.0 23.6 

ок tee cee ee ce 4.3 3.9 5.0 6.8 0.9 3.3 

ISTO Fee Ne as 3.9 3.2 4.5 1.9 33 7.6 

197 ee С ВЕСЬ 7.7 “ 5.9 а 9.5 а 1.4 в 14.0 15.0 

Plan. 1978, у. seeeees 4.0 11.0 
Poland 

Percentage structure in 1975. 100.0 44.1 55.9 29.8 3.5 22.6 

1975.5 rc eee cg aes ome 12.6 ri ‘ 13.2 и: 

Об FP see dae ete 10.7 a 

Planvl977 и 6.3-7.3 4.25 9.9 13.8 

и Mae domes тт 8.6 11.1 6 We 

Plan 1976-1980 ....... 8.9-8.5 10.3 aD 1227; 


Sources: As for table 3.1. * First 10 months. 


deliveries for export as well as investment.% There was 
a steep rise in the output of precision engineering goods 
(13 per cent) and vacuum engineering products (12 per 
cent).2* Growth was also significantly faster than in 1976 
in mining, construction materials, and the pulp and 
paper industries. The growth of light industrial output 
went up from 3.0 to 4.2 per cent, this reflecting a higher 
level of export demand, notwithstanding the fact that 
shortage of labour was particularly evident in this in- 
dustry. Among major branches, only the chemicals 
industry registered a smaller rate of growth in 1977 than 
in 1976, with expansion decelerating from 10.8 to 6.9 per 
cent. Nevertheless, the growth rate of output of the 
export-oriented pharmaceuticals branch accelerated from 
10.6 to 15 per cent. 


Electricity output rose by 6.1 per cent, capacity rising 
by 10 per cent.??. Coal output rose by 0.8 per cent, that 
of crude oil by 2.3 per cent and that of natural gas by 
8.5 per cent. 


The plan for 1978 foresees a 5.5 to 6.0 per cent rise 
in industrial production, with continued stress on selective 
development of individual products, export promotion 


25 With total deliveries increasing by 9.1 per cent, there was an 
increase in deliveries for export of 16.7 per cent and of deliveries 
for investment of 8.4 per cent, while deliveries to the consumer 
market declined by 1.2 per cent. (Figures are based on ten month 
data.) In 1976, total deliveries had increased by 4.6 per cent, 
deliveries for export by 8.5 per cent, for investment by 1.6 per cent 
and for the consumer market by 0.3 per cent. 


28 More than 20 per cent of engineering exports consists of 
products from these two sub-branches. 

37 The Tiszai Нбеготй power station, with a capacity of 430 MW, 
was put into operation in 1977. 


> Including investment. 


and general improvement in the efficiency of production. 
The planned downswing in investment activity will ap- 
parently have the effect of reducing the growth of the 
engineering industry, while permitting a shift in the 
structure of sales towards the consumer market and 
export. 


The revision of producer prices which began in 1975 
will be carried a stage further in 1978 (only small adjust- 
ments were made in 1977). The adjustments will affect 
electricity, steel and some non-ferrous metal products. 


A relaxation of employment and wage regulations will 
take place in 1978 owing to a broader utilization of the 
so-called “block wage” system, under which enterprises 
are entitled to determine the level of employment—pro- 
vided the wage bill plan is not exceeded. The system is 
now to be introduced in some sections of chemical 
engineering and light industry. 


The 8.6 per cent increase in industrial sales #* in Poland 
in 1977, although significantly higher than the planned 
rate, was in line with the trend towards deceleration 
which began to manifest itself in 1976 and is to continue 


38 No figure for the growth of gross output was available at the 
time of preparation of this report. Sales figures differ from gross 
output figures by the extent of changes in the volume of inventories 
and work in progress. More important are differences between 
the indices which arise as a result of different systems of valuation. 
As the figures below show, industrial growth rates (state and co- 
operative sectors) have been consistently higher in Poland in recent 
years in terms of sales than in terms of gross output. 

Annual percentage change 
1971 1972 1973 1974 1975 1976 
Gross output... ... 8.3 10.7 11.3 11.5 109 9.3 
Sales ТА Se ee 8.8 10.0 12.0 12.5 12.6 10.7 


Industry and energy 


in the current year. Lower growth rates reflect difficulties 
which began to accumulate at the end of the 1971-1975 
period 4m connection with an exceptionally fast rate of 
expansion, and the growing necessity for the speedy 
redressing of certain acute imbalances. Some of these 
were the result of lags in agricultural production, which 
not only put a brake on the development of the food 
industry but also placed a heavy burden on the foreign 
trade balance. Others related to the consumer market, 
partly the result of the fast growth of money incomes, 
partly of a decline in the savings propensity and the 
inability of industry to supply the necessary quantity and 
assortment of consumer goods. Finally, there was a 
progressive deterioration in the foreign trade balance, to 
a large extent the result of an inadequate rate of increase 
in the supply of exportable industrial goods. 


It is against this background that a policy of consolida- 
tion and retrenchment was adopted for 1977. This 
meant a halt in the growth of investment and a sharp 
curtailment in that of money incomes—above all of the 
wage fund. For its part, industry was called upon to 
make the utmost effort to shift the structure of pro- 
duction towards consumer and export goods. Thus, 
with the over-all increase of industrial sales planned at a 
maximum rate of 7.3 per cent, production for the 
consumer market was to rise by 9.9 per cent and that 
for export by 13.8 per cent. Over and above this, the 
greatest possible efforts were to be made to improve the 
assortment and quality of supplies. 


At the time of preparation of this report, the data 
available were still incomplete, and this makes it difficult 
to give a clear assessment of the extent to which these 
goals have actually been met. Difficulties were reported 
in meeting the export delivery target, and although 
deliveries to the consumer market expanded by more 
than planned (by 11.1 per cent) progress in balancing the 
situation on the internal market was slow. The money 
income of the population continued to expand at a 
rapid rate, and while industrial employment and labour 
productivity expanded at a rate well within the prescrip- 
tions of the plan, growth in industrial wages was ap- 
parently faster than planned. The poor harvest of 1977 
complicated the situation, as did the reported non- 
fulfilment of targets with respect to the assortment of 
goods. 


Electricity output rose by 5.1 per cent and hard coal 
output by 3.8 per cent in 1977. There was a sharp de- 
celeration in the growth of oil refining—from a rate of 
14.8 per cent to one of 6.2 per cent. However, the 
growth rate of steel output went up from 4.2 to 14.1 per 
cent; this reflected the contribution of the huge Katowice 
Steel Works, which began operations at the end of 1976. 
There was also a sharp increase in the output of elec- 
trolytic copper (by 13.5 per cent). In engineering a 
substantial increase was noted in the output of mining 
machinery (12.3 per cent), agricultural machinery (13.3 per 
cent) and passenger cars (29.1 per cent). In the chemicals 
industry, practically no gains were registered in the output 
of sulphuric acid, soda ash and mineral fertilizers, and 
growth in the production of chemical fibres and plastics 
and resins was at very moderate rates (5.4 and 5.1 per 
cent respectively). In light industry and food processing 
there were significant gains in the output of knitted goods, 


29 The range indicated in the plan document was 6.3 to 7.3 per cent. 
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butter and milk products, but output of meat continued 
to decline. 


The 1978 plan calls for a broadening of the “economic 


.Maneuvre”’, putting into even sharper focus the aim of 


redressing the balance on the consumer market and 
improving the foreign trade position. With industrial 
sales scheduled to increase by 6.8 per cent, production 
for the retail market is to rise by 9.8 per cent and that 
for export by 10.6 per cent. Greater emphasis is being 
put on the expansion of industrial services to the popula- 
tion, the volume of which is scheduled to increase by 
19 per cent and on the development of handicrafts, output 
of which is to rise by 22 per cent. 


In Romania industrial production continued to expand 
impressively. Growth, instead of slowing down as 
envisaged in the plan, was actually somewhat faster in 
1977 than in the previous year (a rate of 12.5 as compared 
with a rate of 11.5 per cent in 1976). With the growth 
rate of employment continuing to decline, the gain in 
labour productivity was as much as 9.2 per cent—the 
highest recorded in the post-war period. 


The rapid growth of Romanian industry was all the 
more remarkable given that it was achieved despite the 
difficulties and damage caused by the earthquake which 
shook the country on 4 March 1977.%° 


A factor which helped to sustain rapid industrial 
growth was the large carry-over of agricultural stock 
from the record 1976 harvest. The output of the food 
industry expanded by 10 per cent, permitting a further 
relaxation of tension on the internal market. Exports 
also grew satisfactorily and, although the growth of 
imports was somewhat more rapid, there was no signifi- 
cant deterioration in the external balance. A step-up in 
the level of investment activity provided the basis for 
growth in engineering output at a rate of 13.2 per cent 
and in output of construction materials at a rate of 
14.7 per cent. 


A characteristic feature of the development of Roma- 
nian industry in 1976 had been a rather narrow degree 
of variation between growth rates of major branches. 
This was less true in 1977. Though the growth rates of 
most branches fell within the range of 10 to 15 per cent, 
there were three branches for which growth was much 
slower. Output of electricity rose by just 2.4 per cent, 
a very low rate by historical standards. Considering 
the fact that industry itself is by far the most important 
consumer of electricity! this could be taken as an 
indication of the effectiveness of the various measures 
undertaken with the aim of reducing the consumption 
of electricity per unit of volume of industrial output. 
Growth in the fuel industry was also at a very moderate 
rate—3.0 per cent—with the increment, as in 1976, 
mainly accounted for by the expansion of oil processing. 
Coal output rose by 3.6 per cent, but output of crude oil 
remained at an unchanged level and that of natural gas 
declined by 3.6 per cent. Non-ferrous metallurgy, 
previously one of the most dynamic branches, showed 
a rate of growth of 3.5 per cent, while output of alu- 


30 The damage has been assessed at 2 billion US dollars. The 
casualties were 1,570 dead and 11,300 injured. Around 35,000 
families were left homeless. However, all industrial enterprises 
continued operations whilst damage to plant and equipment was 
being repaired. 

31 Industry accounts for 60.5 per cent of total consumption of 
electricity. 
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minium remained unchanged, that of copper rose slightly, 
and that of lead and zinc fell. 


Within the engineering industry, there was notably 
rapid growth in shipbuilding (50.4 per cent), production 
of calculating equipment (44.4 per cent), measuring and 
controlling apparatus (43.9 per cent) and automatic 
systems equipment (26.2 per cent). In the chemicals 
industry there was an increase of 16.9 per cent in the 
output of resins and plastics, but output of chemical 
fertilizers rose by a relatively modest 6.0 per cent and 
that of artificial and synthetic fibres by only 2.8 per cent. 
Light industrial output rose by 10.8 per cent, the pro- 
duction of clothing and knitted goods, however, rising 
only moderately—by 2.0 and 5.0 per cent respectively. 
Output of meat expanded by 6.7 per cent and that of 
sugar by 27.1 per cent. 


The plan for 1978 envisages an expansion of industrial 
production by 10.6 per cent, with engineering expanding 
production by 15.3 per cent and the chemicals industry 
by 15.2 per cent. Light industrial output is to grow by 
8 per cent and food processing by 9.1 per cent, the 
latter figure indicating that, although the 1977 crop was 
below the high level of 1976, it was still sufficient to 
sustain a high rate of expansion in food processing. 

Following successful implementation during the past 
two years, the five-year plan has now been revised; the 
industrial growth target is now set at an average annual 
rate of 11.5 per cent instead of the 10.8 per cent pre- 
viously envisaged. Since growth in the years 1976 and 
1977 averaged 11.8 per cent, the implied growth rate 
for 1978-1980 is 11.2 per cent. 

Implementation of the programme for shortening the 
working week, postponed because of the earthquake, 
began this year. The programme foresees a reduction 
from 48 hours to 46 hours in the period 1978-1980 and 
a further reduction to 44 hours in the period 1981-1983. 
The reduction will proceed very gradually, since it hinges 
on the condition that enterprises fulfil their production, 
labour productivity, manpower and wage plan targets, 
as well as their targets for saving energy and materials. 


B. ENERGY 


RECENT TRENDS IN PRODUCTION AND CONSUMPTION 


Following the low point of 1972, there was a tendency 
for the growth rate of primary energy output in the 
region to accelerate in 1973, 1974 and 1975. However, 
growth was less rapid in 1976 and, according to pre- 
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liminary data, the rate of growth declined again in 1977 
(see table below). Altogether, the expansion of primary 
energy production has proceeded at an average rate of 
some 5 per cent during the last four years. This compares 
with a rate of 4.6 per cent during the period 1966-1970, 
and one of 4.1 per cent for 1971-1973—the years im- 
mediately preceding the outbreak of the world energy 
crisis. Data on apparent consumption of primary energy 
are not available for the past year. In the period 1973- 
1976, energy consumption in the region expanded at a 
rate of 4.5 per cent. The corresponding figure for 1966- 
1970 is 4.7 per cent, and that for 1971-1973 4.8 per cent 
(see table 3.5). 

The sustained growth of production and the somewhat 
less vigorous growth of consumption permitted significant 
expansion of net exports. These grew at an annual rate 
of 10 per cent in the period 1974-1976, compared with 
an annual decline of 5.3 per cent in that of 1971-1973. 
In absolute figures, net exports of energy materials from 
the area amounted in 1976 to 144.9 million tons in 
standard coal equivalent. In 1970 the figure was 105.9 mil- 
lion tons and in 1973 it was 89.9 million tons. 

These changes were largely conditioned by develop- 
ments in the Soviet Union. The rate of growth of pro- 
duction of energy materials in that country rose from 
4.1 per cent in 1972-40 6.1 per cent in 1974, and remained 
at the latter level in 1975. In the following year there 
was a slight decline in the growth rate, while in 1977 
the fall-off was rather sharp—to a rate of 4.8 per cent. 
The growth rate of primary energy consumption was much 
more stable, fluctuating around 5.0 per cent in the 
period 1971-1975. In 1976, however, the rate of expansion 
declined sharply, and to such an extent as to bring the 
average for the years 1974-1976 down to 4.8 per cent. 
This figure is slightly less than the averages of 5.0 and 
5.1 per cent registered in the periods 1966-1970 and 1971- 
1973 respectively. 

In the east European countries taken together, the 
growth rate of primary energy production fluctuated 
around 2 per cent in the years 1972-1974. It went up to 
4.0 per cent in 1975 but fell back again to 3.1 per cent 
in 1976 and to 2.1 per cent in 1977. Altogether, growth 
amounted to an average of 2.7 per cent in the years 
1974-1977, representing an improvement over the 2.3 per 
cent averaged for 1971-1973, but still less than the 
average of 3.0 per cent registered in the period 1966-1970. 
The rate of expansion of consumption of primary energy 
exhibited even wider fluctuations, being as low as 1.6 per 
cent in 1974 and as high as 6.4 per cent in 1975, this 
apparently reflecting a reduction and subsequent replen- 


Production and apparent consumption of primary energy in the Soviet Union 
and eastern Europe, 1971-1977 


(Percentage change) 


—_—_—_———— 


1971 1972 1973 1974 1975 1976 1977 


Production 
Soviet Union 
Eastern Europe 
Soviet Union and eastern Europe 

Consumption 
Soviet Union 
Eastern Europe 
Soviet Union and eastern Europe 


Sources: As for table 3.5. 
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ishment of inventories. On average, consumption of 
primary energy in the east European countries grew at 
a rate of 4.1 per cent in the years 1974-1976. This is a 
somewhat higher figure than the 3.8 per cent reported 
for the years 1971-1973 and almost identical to the 
figure of 4.2 per cent which characterized growth in 
the period 1966-1970. 
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An equal or higher rate of growth of consumption in 
the period 1974-1976 as compared with that of 1971-1973 
is indicated for most of the east European countries. 
Only in the German Democratic Republic and Romania 
has the rate of expansion of energy consumption declined. 

The picture for the region as a whole is largely similar 
if the growth rate of energy consumption is related to 


TABLE 3.5 


Production and apparent consumption of major primary energy sources а 
| 1966-1970, 1971-1973 апа 1974-1976 


(Average annual percentage change) 
Е ee ee ee a 


Production Apparent consumption 
1966-1970 1971-1973 1974-1976 — 1966-1970 1971-1973 1974-1976 
Bulgaria 
otal Ash. tI. Bs, 2 ).: 3.8 —3.8 —1.0 10.4 1:7 6.05 
(Cen ор ЮАО 3.0 —2.7 —1.7 5.4 0.7 0.7 
И ры аа ао 7.8 —17.1 —14.7 20.4 5-1 6.02 
Gast eee м аа 46.0 —22.0 —45.0 46.1 —22.0 133.0 
Hydro and nuclear ..... 1.5 6.0 45.6 0.7 38.7 27.6 
Czechoslovakia 
Totaly: а ож. 15 —0.3 23 3 2.3 3.8 
Goalies tee eres 1S —0.3 2,3 1.3 —0.3 2.3 
О И о бо ee akon НЫ —5.7 —8.3 11.7 12.6 6.0 
Слои. 4.5 —4.5 —2.0 21.1 10.2 18.6 
Нуаго апа nuclear ..... —3.8 —10.4 14.0 17.1 —0.3 5.1 
German Democratic Republic 
BR OLAL ее fem Seater set 0.9 163 0.6 1.9 3.2 1.7 
Coal A ср, ЩИ 0.5 —2.0 0.0 0.1 —1.7 —1.0 
РО о в — — — 17.6 14.7 4.4 
GaShicee cee eee es he 56.1 78.1 4.4 55.6 78.6 13.7 
Hydroand nuclear ..... 16.8 —2.0 58.4 15.5 16.5 32.9 
Hungary 
ор и... 1.1 1.3 1.3 2.8 3.8 4.1 
Me Oden tet ress tenia is —2.7 —2.0 —2.4 —2.5 —2.7 —1.7 
РЕПО“. 1.4 1.0 2.6 10.0 11.6 6.8 
GaShese acer me ten 25.6 11.6 8.0 2279 11.1 13.2 
Нуатоапа висеть... 4.1 2.9 18.6 25.4 ТРО —3.8 
Роапа 
ПО а НЕО. 4.2 3.8 4.1 4.2 4.4 5.4 
CoalPweeee. °2 65 tees is. 6 3.5 3.8 4.1 3.0 2.9 4.8 
Petroleum ооо 4.5 —2.4 oy! 9.3 15-7 6.6 
ВЕБ ия © в в 30.5 5.4 6.0 28.7 8.0 6.3 
Hydro and nuclear ..... 15.7 —0.7 4.1 25 —40.0 80.7 
Romania 
Tih oo oe cee ho ee 6.3 4.8 4.1 8.7 aps 5.4 
COA elses see 11.2 5.6 0.6 12.0 1 2.0 
ЗН ое Сы вар СОВА №2 2.3 1.0 8.8 OF 4.4 
Gases ene es) ea ee 7.4 5.4 Gea 7.5 5.4 то 
iHydrorand nuclear 5. 22,5 39.6 213 —1.2 108.7 12.3 
Eastern Europe 
По peste Е 3.0 Dae 2.9 4.2 3.8 4.1 
а. php 1.2 2.4 1.8 0.6 21 
РЕПО ses ce aoe a is) 1.6 1.0 12.7 bi le 5.6 
(CER A ee ays SP Qe 11.7 9.9 6.1 ef 11.0 10.8 
Hydro and nuclear ..... 5.9 9.9 20.6 1554) 13.6 16.2 
Soviet Union 
8 
Totaled ee 512, 4.8 6.0 5.0 Эт 4. 
Со ое. 1.0 1.7 1.8 0.9 2.0 Ця 
РЕ ЕН аи а © 7.6 6.8 6.6 7.5 7.4 21 
(CECH, AOU ae ар 9.2 6.1 10.7 98 6.8 8.3 
10.5 1.6 6.3 10.1 0.3 6.3 
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TABLE 3.5 (continued) 


ee 


Production Apparent consumption 
1966-1970 1971-1973 1974-1976 1966-1970 1971-1973 1974-1976 
Eastern Europe and the Soviet Union 
Total ee. eee cent ba ee ee 4.6 4.1 53 4.7 4.8 4.5 
со her. tetra aa nya 1.5 1.5 2.0 1.3 55) 1.9 
Petroleum .... .- 7.3 6.5 6.4 8.3 8.2 53 
о ans 9.5 6.7 10.0 9.8 705) 8.7 
Hydro and nuclear ..... 10.1 2.3 8.0 10.8 2.2 8.0 


———„——А—А—АА—„/—— 


Sources: World Energy Supplies 1950-1974, United Nations, New York 1976; World Energy Supplies 1971-1975, 
United Nations, New York 1977; secretariat estimates based on conversion rates used in the above-mentioned publications. 

Note: The figures in this table may differ from those found in national publications. This is mostly on account of 
differing coefficients used to convert various sources of energy into coal equivalent. For the Soviet Union production of 
fuel from all sources (excluding hydro and nuclear energy) has, according to national estimates, been as follows: 


In millions of tons of coal equivalent 


1965 1970 1973 1976 
а cusses 966.6 1 221.8 1405.7 1649.3 
of which 
Coal 412.5 432.7 454.6 479.0 
(Osi eons 5 346.4 502.5 613.5 743.1 
Gastro. ses 149.8 233.5 282.4 380.3 
Реа о. 17.0 17.7 19.2 11.3 
Oilshale. . . 74 8.8 10.3 11.0 
Wood . .«-; 33.5 26.6 25.7 24.6 


Annual percentage 
increase 
Percentage distribution 


1966- 1971- 1974- 

1970 1973 1976 1965 1970 1973 1976 
4.8 4.8 5.5 100.0 100.0 100.0 100.0 
1.0 1:7 1811427 1 354 1132408290 
wu 6.9 66 358 1 14394450 
9.3 во О Та п 2 я 
0.8 2.7 —16.1 ТЯ 1.5 1.4 0.7 
3.5 5.4 AG) 0.8 0.7 0.7 0.7 

i ai) 1S 3.5 2.2 18 1.5 


а Figures on hydro and nuclear power include net imports of electricity. 
> These figures are incomplete because of the absence of full information on imports. 


the growth rate of net material product, as is done in 
the table below. The difference is that, on this basis, 
the growth of primary energy requirements in the Soviet 
Union was higher in the period 1974-1976 than it had 
been in the comparable preceding period. 


Ratio of growth rates of total primary energy consumption 
to growth rates of net material product 


(Coefficients) 
1966-1970 — 1971-1973 1974-1976 
Вата о о 1.20 0.22 0.81 
@zechoslovakiaue.-) ene 0.45 0.45 0.70 
German Democratic Republic 0.35 0.59 0.33 
HUN gary es sk ee в 0.41 0.60 0.80 
ИИ 6 а сы в Men eet 0.71 0.44 0.63 
ROMANIA и. щие 1.13 0.61 0.49 
ЗО ао 6 o Bo oO 0.65 0.81 0.94 


Sources: As for table 3.5 and CMEA Yearbook 1976 and 1977. 


A clearer picture of these trends can be obtained if it 
is noted that consumption of primary energy per unit 
of value of national product has been relatively high in 
all the countries of the group. This can be seen from 
chart 3.3, which shows the relationship in 1970 between 
per capita energy consumption and per capita GDP 
obtained from data for 30 European and some overseas 
countries. Only the United States and Canada are 
characterized by a comparably high level of per capita 
energy consumption, relative to their respective levels of 
per capita GDP. Among the countries of the region, 
per capita consumption of energy has been especially 
high in Czechoslovakia and the German Democratic 
Republic, at least as far as consumption in absolute 
terms is concerned. 


ue The relationship between energy consumption and per capita 
GDP is obviously complex, and important deviations from the 


Although the rate of expansion of energy consumption 
has tended to go up, that of ой consumption has slowed 
down almost everywhere. In the Soviet Union oil con- 
sumption went up at a rate of 5.1 per cent in the period 
1974-1976 as compared with a rate of 7.4 per cent in 
that of 1971-1973. With the growth rate of production 
going down only slightly, this was sufficient to lift the 
growth rate of net exports from 4.4 to 10.8 per cent. 
Recent changes in volumes of output and net exports 
are indicated by the following figures: * 


Soviet Union: output and net exports of crude oil 


Output 


Net exports 
(in millions of tons) 


(as percentage of output) 


19 (ORR ene lee. rr. 353.0 25.8 
О Е 377.1 26.1 
1972. Змеев 400.4 24.4 
NES Be Oh tet о 429.0 24.1 
азы. бов 458.9 24.1 
ое оо 490.8 25.0 
1976 го и 519.7 27.2 


Source : National statistics. 


A drastic decline in the rate of expansion of oil con- 
sumption took place in almost all east European countries 
in the period following the outbreak of the world energy 


regression line are clearly to be expected. What is remarkable, 
however, is that energy consumption in all the east European 
countries is well above this line. At the same time, it should be 
emphasized that both the energy consumption and GDP figures 
underlying the chart are subject to a considerable margin of error. 
Energy consumption figures are less precise the higher the share of 
solid fuels in the total. This is because of difficulties in appraising 
the energy content of coal coming from different mines, and the 
lack of comparability of tonnage reported at various levels of 
technological processing. Except for the Soviet Union, the data 
used in the chart were derived by using single conversion factors 
for all coal produced in a given country. 


33 See also table 3.7. 
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CHART 3.3 


Relation between primary energy consumpti i i 
ption (kg of coal equivalent 
and the level of GDP per capita in 1970 ‘‘average”’ US. dollars о к 


log у = - 2.58 + 1.43 log x 
(1.25) (0.17) 


ЗЕЕ = 0.37 R2 = 0.73 
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Sources: World Energy Supplies, 1950-1974, United Nations, New York, 1976 and secretariat estimates of per capita GDP based on the methodology described in 


Economic Survey of Europe in 1969, part I, chapter 4. 


crisis. The only exception was provided by Bulgaria, 
where over-all energy consumption went up particularly 
sharply in the years 1974-1976 (see table 3.5). 

In the Soviet Union, Bulgaria and Romania, the share 
of oil in total energy consumption almost ceased to 
increase between 1973 and 1976. In all the other countries 
the rise was much less perceptible than it had been in 
the preceding three years (table 3.6). The effect of these 
shifts on east European oil imports are indicated in 
- tables 3.7 and 3.8. 

While the role of oil in meeting incremental energy 
needs, began to lessen, the importance of natural gas 
became much greater almost everywhere. Changes in 
the relative importance of coal, hydro and nuclear 
electricity were less uniform. 

In the Soviet Union, an acceleration in the rate of 
expansion of output of natural gas has in recent years 
permitted a speed-up in the growth of domestic con- 
sumption from a rate of 6.8 per cent in the years 1971- 


1973 to one of 8.3 per cent in the period 1974-1976. 
With the slowdown in the rate of expansion of oil con- 
sumption, as much as 43.7 per cent of the increment in 
energy requirements between 1973 and 1976 was covered 
by expansion of the consumption of gas. The comparable 
figure for 1971-1973 is 31.2 per cent. For the first time, 
then, the contribution of gas to meeting the country’s 
incremental energy requirements has exceeded that of oil. 


Notwithstanding the foregoing, there was enough room 
for manceuvre left to shift the position of the Soviet 
Union from that of net importer of gas to the extent of 
4.6 billion cu.m. in 1973 to that of net exporter to the 
tune of 14 billion cu.m. in 1976 (table 3.7). The shift in 
the ratio of net exports to production which took place 
is illustrated in the text-table given overleaf. 


Similarly, gas began to play the most important role 
in the changing structural pattern of energy consumption 
in most of the east European countries. This was made 
possible largely through a rise in imports. Only in 
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Soviet Union: output and net exports of natural gas 
Output Net exports 
(in billions of cu.m.) (as percentage of output) 
1970. 3. Sees, 197.9 0.0 
197 Li: eee 212.4 —1.7 
А о И 221.4 —2.7 
Зе ty leer d 236.4 —1.9 
W974 нее: 260.6 0.8 
NOT Sis eater hovers vist Yes 289.3 2.4 
NOTG erates st 321.0 4.4 
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Source : National statistics, 


Romania and—to a lesser extent—in Hungary, was 
expansion of production a contributing factor. 

Since the Soviet Union supplies practically all gas 
imports (table 3.9), these changes clearly reflected the 
structural changes in the Soviet energy balance. 


While expansion of coal output in the area has accel- 
erated in recent years, the rise has not been sufficiently 
great to alter essentially the relative position of coal as 
a source for satisfying growing energy needs. In the 
Soviet Union, the trend towards decline in the rate of 
expansion of coal output was reversed in 1973. After 


TABLE 3.6 


Apparent consumption of primary energy < 
(Total = 100) 


Percentage distribution 
Percentage distribution of increments 


1970 1973 1976 1971-1973 1974-1976 


Bulgaria 
Goalie, о о. мс ое 59.5 553 45.8 —28.6 —5.1 
о ТТ 37.9 42.0 42.0 123.3 42.3 © 
Gast eo Sais ca te ne ee eee 1.9 0.8 8.9 —19.5 51.8 
Hydrovandnucleare ecm ean eens 0.8 19 33 24.8 10.9 
Czechoslovakia 
(GOA Bark kta tie iets ucla ri: a eee 79.8 73.7 70.3 —7.9 42.4 
OI ee anc ety tl Seige: ses os Ron 15.9 21.1 22.3 91.9 52.5 
Gas Beaten ao cke м eee 3.4 4.4 6.5 16.0 24.0 
Hydrosand nuclearieasua ae ee 0.9 0.8 0.9 0.2 1.1 
German Democratic Republic 
ее с oese fe 85.4 73.6 68.1 —40.0 —53.0 
OUR ete Rain se ree ie eony ue 12.7 17.3 18.9 61.7 53.0 
Gas Pree sate ce ee aes 16 7/ 8.8 1223 77.1 91.0 
Hydrorandenucleare-urar mcm cue 0.2 0.3 0.7 1.2 9.0 
Hungary 
Coal hat ene uc. Cle cece OEE Es ee mae 57.8 47.6 40.1 —39.2 —19.4 
OU es Peau tare ae a ee eee ae 26.5 33.1 35.8 89.5 55 
Gas ges А 14.5 17.8 22.9 45.5 63.2 
Нуаго ап4 nuclear. .......2... 12 is 1.2 4.2 —1.3 
Poland 
Соль oo ls BOERS oo. ee 85.1 81.4 80.6 55.0 75.6 
Оноре oars АНИ 9.0 12.2 12.7 35.4 15.9 
Gas тех 2. . № БЫ 6.3 6.5 10.5 Vell 
Hydrovandinucleara- memes i acces 0.2 0.1 0.2 —0.9 0.8 
Romania 
Coal aah ona sah ay et обет уче RMD Series 23.5 PREYS) 21.4 23.5 9.1 
О Pm Ure SS is we 2 24.6 26.4 25-1 34.5 21.4 
Са ава 51.8 49.4 5 38.8 67.8 
Hydro andinuclear®. se. 6) ee ee 0.1 0.7 0.8 32 a 
Eastern Europe 
Coal ee Sa a eee ee ee 72.3 65.8 62.0 12.4 32.6 
Oil, PES о lek ae 16.6 20.6 21.5 58:5 28.4 
Саут. PTO р пе. 10.7 13.0 15.7 32.4 36.5 
Hy drorandsnuclearwaeaesi anita ane ie 0.4 0.6 0.8 1.7 2.5 
Soviet Union 
Coal OO OC SS ce eS" Crag et 1 38.9 35.5 32.5 14.1 12.2 
Окно. chow ево. 36.4 38.9 39.4 54.6 42.4 
GAS Oe ae etal Ооо ce ме о 233 24.4 26.9 ЗЕ 43.7 
hy droyand пос еа с neon nae 1.4 12 1.3 0.1 1-7 
Eastern Europe and Soviet Union 
Coal О Luray Fy dare ep yer J 49.2 44.6 41.2 13:7 17.7 
О as tact oo hee ee еее 30.3 33.4 34.1 54.3 38.7 
АА Oe ee ee ee 4 19.4 21.0 23.6 31.5 41.7 
Hydroiandinucleare о 1.1 1.0 1.2 0.5 1.9 


Sources: Аз for table 3.4. 


< Figures on hydro and nuclear power include net imports of electricity. 


> Data on imports are incomplete. 
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TABLE 3.7 


Net imports of primary energy sources, 1970-1976 
a a ОО ИВ 


1970 1971 1972 1973 1974 1975 1976 
Electricity (billions of kWh) 
Bulgaria . Mie es 0.08 0.24 0.96 2.96 3.50 3.71 3.58 
Czechosiovakias ее eo 3.41 4.39 3.60 4.35 4.60 4.07 4.17 
German Democratic Republic. . . 0.11 0.08 0.97 1.25 1.13 0.64 0.31 
HUN Gary А ten see ee ee! 3.33 4.22 4.38 4.61 4.41 4.15 4.04 
Poland Dok Ca ee OR — —0.21 —0.11 —1.48 —2.92 —0.51 0.07 
Romaniay 2g? ee, ee ee ee Pal: —2.33 —3.24 —3.56 —3.55 —2.89 —2.92 —2.42 
Eastern Europe Pee Jar Cee 4.60 5.48 6.24 8.14 7.83 9.14 9.70 
SOvictW а о ee ee —5.20 —6.70 —7.10 —9.65 —10.89 —11.27 —11.57 
Eastern Europe and the Soviet 
О ee, eee ces о —0.60 —1.22 —0.86 —1.51 —3.06 —2.13 —1.87 
Coal ¢ (millions of tons) 
Bulgariat eevee. os Ste. 4.99 6.01 5.27 5.79 6.13 6.38 6.19 
G@zechoslovalsiales сви. 6 1.56 2.03 2.23 1.82 1.45 52 1.44 
German Democratic Republic. . . 8.19 7.97 7.60 they) 6.79 5.51 5.74 
ELUM Car Vapi, а а 22K 2.00 1.87 1.64 1.61 1.70 1.50 
РОО ав —27.69 —29.01 —31.49 — 34.69 —38.86 — 37.34 —37.81 
FROMAN Ae ee Ree ass eer cesioc:. 4) us 0.73 0.74 0.75 1.36 1.87 2.42 2.62 
Basten BULope errs. se —10.00 —10.26 —13.27 —16.51 —20.95 —19.81 —20.32 
SoOvict Unions 2 a sae ss —17.42 —16.58 — 14.68 — 14.54 —16.50 —16.32 —17.52 
Eastern Europe and the Soviet 
ее р ee or. Bey —27.43 —26.84 —27.95 —31.05 —37.45 —36.13 —37.84 
Crude oil and oil products (millions of 
tons) 
Bol carina с < 8.42 10.02 10.58 10.005 11.008 12.005 12.005 
Czechoslovakia’ os 2 ees es 10.08 11.56 12.61 14.52 15.51 16.17 17.28 
German Democratic Republic. . . 9.13 10.11 13.06 13.78 13.63 14.30 15.72 
Lehi т a Se en 4.11 5.01 5.40 6.44 7.18 8.11 9.17 
Olan deren eee м. 8.11 9.09 10.31 12.88 12.42 14.85 15.66 
FROUMARTA wee PES le) ca tties eee, —3.08 —2.51 —2.22 —0.80 —1.96 —1.09 0.63 
IBastenn воре ни ежа" 36.77 43.28 49.74 56.82 57.78 64.34 70.46 
SovietsUMIOne о ss >. ee —91.15 —98.42 —97.89 —103.58 —110.79 —122.79 —141.11 
Eastern Europe and the Soviet 
Wnionmeerttr es, a ised us cls — 54.38 —55.14 —48.15 —46.76 —53.01 —58.45 —70.65 
Natural gas (billions of cu.m.) 
Bulgaria, eet es oon i, tee al oA —- — — — -— 1.10 2.00 
Gzechosiovakia: Vie 5 = so 2 = 1.27 1.54 1.84 2.29 3:22 3.78 4.57 
German Democratic Republic. . . 0.12 0.08 —0.02 0.74 2.81 3.19 3.34 
Ра toy, eho cee aes cays 0.20 0.21 0.20 0.19 0.19 0.80 1.20 
ROA Weave ors. Seton. аи 1.00 1.48 1.50 1.72 2.12 2.52 2.56 
ROMANIA, нии я —0.20 —0.20 —0.20 —0.20 —0.21 —0.19 —0.20 
iBasterneBuropes ее 2.39 И 3.32 4.74 8.13 11.20 13.47 
бое вов =) 5.5% ee ess 0.26 3.58 5.98 4.58 —2.10 —6.91 — 14.00 
Eastern Europe and the Soviet 
TOU И is eee jee 2.65 6.69 9.30 9.32 6.03 4.29 —0.53 


Source: As for table 3.1. 
Note: A minus sign represents an export surplus. 


reaching the low level of 1.9 per cent (1.3 per cent in 
terms of calorific value) the growth rate was 2.5 per cent 
in both 1974 and 1975. However, expansion slowed down 
in 1976 and there was no acceleration in 1977. Altogether 
the rate of growth of coal output in the Soviet Union 
has been somewhat lower in recent years than in the 
year immediately preceding the outbreak of the world oil 
crisis. With the calorific content of coal continuing to 
decline, and net exports showing a tendency to rise, the 
contribution of this energy source to the increment in 
domestic energy consumption was somewhat lower in 
the period 1974-1976 than in the preceding period 
(table 3.6). 


а Excluding coke. 
> Partly estimated. 


Soviet Union: output and net exports of coal 


Output 


In millions of Net exports as percentage ~ 


In millions standard coal of output 
of tons equivalent Ratio (based on figures in 
(1) (2) acd standard fuel equivalent) 
TOTO tas 624.1 432.7 69.3 4.0 
и ees 640.9 441.6 68.9 3.8 
2 а 655.2 448.8 68.5 3.3 
НО 667.6 454.6 68.1 32 
м. xs 684.5 463.4 67.7 3.6 
ЕР ces 701.3 471.8 67.3 35 
LOT 6 ея 711.5 479.0 67.3 37 
_ Ще ___Й___———————— 


Source: National statistics. 
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TABLE 3.8 


Imports of crude oil and ой products 
(т millions of tons) 


1970 1971 1972 1973 1974 1975 1976 Plan 1980 

Bulgaria 

ОА а а НЕ 8.57 10.10 10.64 9165) 10.63 4 10.50 4 10.84 а 16.0 

From the Soviet Union .. 7.05 7.96 7.95 9.32, 10.86 41:55 11.87 14.5 
Czechoslovakia 

о ое Ae 10.89 12.50 13.63 15.47 16.00 16.90 18.20 oe 

From the Soviet Union .. 10.47 11.81 12.87 14.34 14.84 15.97 172s 20.0 
German Democratic Republic 

otal: Ave So ка 10.44 11.10 15.39 16.14 16.54 17.14 18.16 22.5 

From the Soviet Union .. 9.34 10.38 11.48 12.99 14.42 14.95 16.77 18.0 
Hungary 

Lota) Sa ee co: = ae 232 5.70 6.78 The 7.86 9.47 9.74 

From the Soviet Union . . 4.76 5.06 5.53 6.29 6.73 755 8.44 
Poland 

Total! о fae 9.43 10.16 12.03 14.21 13.59 16.44 18.31 

From the Soviet Union . . 8.64 9.55 11.07 12.34 11.86 13.27 14.07 
Romania 

PEOtAL! es. а re = 229 2.86 2.87 4.14 4.54 5.09 8.48 9.5 

From the Soviet Union . . — — === = = 7 Ss 
Eastern Europe 

Pr Otal с ем 46.94 52.41 61.35 67.18 < 69.16 % 75.54 а 83.73 2 c. 100 

From the Soviet Union .. 40.26 44.75 48.89 55.28 58.71 63.29 68.38 

Sources: As for table 3.1. 
а Excluding oil products. 
TABLE 3.9 


Soviet exports and imports of natural gas, by country 
(Billions of cu.m.) 


1970 1973 1974 1975 1976 Plan 1980 
iBulgariawsc. « paeew ono am buen — — 0.31 ЕТО 2.23 6.3 
(СЗ о ОМ Ч ооо оошоо 1.34 2.36 923 3.69 4.29 7.0 
German Democratic Republic — 0.75 2.90 3.30 337 5.0 
FALUN GAL Bm и с, бо — — — 0.60 1.00 3.8 
Poland ори о о к 1.00 1.71 2.12 2.51 2.55 4.8 
ROMmAania We een о — — —> — —- 1.5 
MotalveastermsBurope marae 2.34 4.82 8.56 11.29 13.44 28.4 
Ааа ores 0.96 1.62 211 1.88 2.78 2.0 
inland! eet et eee % — — 0.04 0.72 0.87 1.5 
Germany, Federal Republic of . . — 0.39 2.15 3.10 3.98 95 
Етапсе: a een а... — — — — 0.99 4.0 
Дт bas — — 0.79 2.34 3.72 6.0 
Nilgoslavia wey ср a See — — — — — 2.0 
1415455 о обовос 3.30 6.83 14.042 19,33 25.78 53.4 
Imports (from Iran). ..... 3.56 11.41 11.94 12.42 11.79 
МО 6 5 6 oo ea a 6 —0.26 —4.58 2.10 6.91 13.99 


Sources : Foreign trade yearbooks (Vneshnyaya Torgovlya) and press reports. 
а Including 0.39 billion cu.m, unaccounted for. 
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As has already been mentioned, trends in coal output 
in the east European countries have varied greatly 
(table 3.10). In Poland, where the growth of coal output 
had actually tended to accelerate in the years 1971-1973, 
there was a further speed-up in the following years—par- 
ticularly in the output of hard coal which expanded by 
as much as 5.9 per cent in 1975, and by 4.5 per cent in 
1976. The level of coal exports, on the other hand, rose 
in 1974, but remained stationary in subsequent years, 
rising on average less than production.* As a result, 
Poland was able in the years 1974-1976 to cover as much 
as 75 per cent of the increment in its energy requirements 
(some 8.8 million tons of fuel in standard coal equivalent 
annually) by increased use of coal. The corresponding 
figure for 1971-1973 was 55 per cent (table 3.6). 


Czechoslovakia was the only country in the area which 
exhibited a drastic shift in the trend of coal production, 
resulting in a new role for coal as a means of satisfying 
the growing demand for energy. Coal production rose 
at an average rate of 2.3 per cent in the years 1974-1976,* 
compared with an annual decline of 0.3 per cent for 
1971-1973. Changes in the rate of growth of coal con- 
sumption were of the same order; as a result, it has been 
possible for around 40 per cent of the increment in the 


34 Changes in the ratio of net exports to production (hard coal 
only) in recent years have been as follows: 
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country’s energy requirements to be met by coal in 
recent years.*¢ 


In Bulgaria, the decline in coal output slowed down, 
but was not completely arrested. Coal imports, which 
covered a significant part of requirements, rose little, and 
coal continued to be substituted by other types of fuel, 
although at a slower rate. The German Democratic 
Republic was able to arrest the tendency to decline in 
coal output. However, coal imports declined quite 
significantly, and so did coal consumption. Altogether, 
the rate of substitution of coal by other fuels in the 
German Democratic Republic was actually faster in the 
years 1974-1976 than in the comparable preceding period. 


In Hungary and Romania trends in coal output were 
less favourable in the years following the outbreak of the 
world energy crisis than they had been in the years 
immediately preceding it. In Hungary, the decline in 
coal output continued at an even faster average rate, 
while in Romania there was a steep deceleration in the 
growth rate. In both countries there was a tendency for 
coal imports to rise faster than production, so that 
growth rates of consumption fell less or grew more. 
However, in Hungary coal continued to be substituted 
by other sources of energy, while in Romania the con- 


36 According to official statements, the figure is closer to one- 
third. The discrepancy is apparently due to a lower estimate of the 


м Г ое Е 274 1975 1976 calorific content of coal in the official figures. The data appearing 
19.8 19.9 20.8 22.2 24.1 21.7 21.1 for Czechoslovakia in table 3.6 are derived from a uniform conversion 
35 The growth rate was similar in 1977. rate of 1.0 for hard coal and 0.6 for lignite. 
TABLE 3.10 
Production of coal in eastern Europe 
(Millions of tons) 
1970 1971 1972 1973 1974 1975 1976 19774 Plan 1980 
Bulgaria 
LOtal а ee в 29.25 27.01 27.28 26.81 24.31 27.85 25.48 с. 25 37 
НА Ст. ара 0.40 0.39 0.38 0.35 0.31 0.33 0.30 
ея, Е 28.85 26.62 26.89 26.46 24.00 PS 25.18 
Czechoslovakia 
Ocal бл К ое col hs lc 109.49 112.98 112.86 109.03 110.14 114.39 T1778 121 124.6 
ard, Сонг. Зри setts ule 28.20 28.82 27.93 27.78 27.97 28.12 28.27 28 28.2 
ле оно ats 81.30 84.16 84.93 81.25 82.17 86.27 89.47 93 96.4 
German Democratic Republic 
“eel RS Е ас 216.63 263.67 249.23 247.00 244.06 247.25 247.35 250-254 
Нагаи: Зее eye cers |. 1.05 0.86 0.82 0.75 0.59 0.54 0.45 } #6 
IONIC mare ele ta da rsmsees s ata, * 260.58 262.81 248.42 246.25 243.47 246.71 246.90 253 
Hungary 
По Hide! Sie aes 27.83 27.42 25.84 26.78 25.76 24.89 DE RPS) PIN) 23.5-24.5 
Hardee бое: C424... 264. 4.15 3.94 3.67 3.41 3.21 3.02 2.93 3.0 me 
Wignitey ее: whee 23.68 23.48 PLING 29337 22:55 21.87 22:32 PLS 
Poland 
О Sv watts ве 172.87 180.01 188.92 195.85 201.83 211.49 218.61 227.2 290 
ard eee eee Ott is? oats 140.10 145.49 150.70 156.63 162.00 171.63 179.30 184.9 210 
TRIG о В ИИ 34.52 38.22 39.22 39.83 39.87 39.31 42.3 80 
Котата 
О я ое 20.53 20.60 23.16 24.85 26.90 27.09 25.84 26.7 с. 54 
ЕО о ое ОЕ 6.40 6.79 6.61 ПИ 7.11 noe 7.11 8 
Grit № д ое Ию 14.13 13.81 16.55 17.68 19.79 19.77 18.73 46 


КТ eres oe ОО ЕЕ Е ВОО и 


Sources: СМЕА Yearbook 1976 and 1977, monthly bulletins, plans and plan-fulfilment reports. 


в Preliminary data. 
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tribution of coal to the increment in energy requirements 
was rather small in the period 1974-1976. 


In a number of countries the years following 1973 
were marked by great strides towards the development 
of nuclear power capacity. In the Soviet Union, output 
of electricity from atomic power stations rose between 
1973 and 1977 from some 11 to 35 billion kWh, an average 
annual increment of 6 billion kWh. This compares with 
an average annual increment of only some 2.5 billion kWh 
in the years 1971-1973. Bulgaria opened its first atomic 
power station in 1974. It produced 0.93 billion kWh of 
atomic electricity in that year, and by 1977 production 
amounted to some 6 billion kWh. In the German Demo- 
cratic Republic the Lubmin power station began pro- 
ducing electricity in 1974, and the country’s output of 
nuclear power rose from 0.35 billion kWh in 1973 to 
5.27 billion kWh in 1976. In both these latter two 
countries atomic power has provided an important con- 
tribution to the increment in energy supply in recent 
years. 


By contrast, expansion of output of hydro-electricity 
—the other major non-fossil source of energy—has not 
been very impressive in recent years. In the Soviet 
Union, following on a decline between 1970 and 1973 
output of hydro-electricity rose by some 10 per cent 
in the period 1974-1976, attaining a level of 135.7 billion 
kWh in 1976. In the east European countries, trends in 
output varied from a decline in the German Democratic 
Republic to a moderate increase in Bulgaria. An excep- 
tion was Czechoslovakia, where a rather sharp gain in 
the years 1974-1976 offset the decline suffered in the 
three preceding years. 


Output of hydro- and nuclear electricity taken together 
rose in the Soviet Union at a rate of 6.3 per cent in the 
period 1974-1976, as against a rate of 1.6 per cent in 
1971-1973. In the east European countries the corre- 
sponding figures were 20.6 and 9.9 per cent respectively. 
These figures, however, cover wide variations between 
countries with respect to both rates of growth and changes 
in rates of growth from one period to another (table 3.5). 


The accelerated growth of hydro- and nuclear power 
was, in a number of east European countries, associated 
with a slower expansion of electricity imports. Con- 
sequently, the contribution to the increment in energy 
supplies provided by greater use of non-carbon-based 
electricity was in most cases smaller than it would other- 
wise have been. Nevertheless, this contribution was in 
most countries of the area larger in the period 1974-1976 
than it had been in that of 1971-1973, and it has been 
quite considerable in Bulgaria and the German Demo- 
cratic Republic.*” 


EXPANSION OF PRODUCTION POTENTIAL 
(i) The Soviet Union 


According to the present five-year plan, the growth of 
primary energy production in the Soviet Union is to be 


37 It should be emphasized that the structural pattern of energy 
use shown in table 3.6 tends to understate the importance of non- 
carbon-based electricity. This is because of the conventional 
method applied in the aggregation of energy sources which is used 
here. According to this method, the coefficient used for conversion 
of 1 kWh of electricity into fuel equivalent is based on the heat 
value of the electricity itself, rather than the apparently more 
appropriate heat value of the fuel which it would have been neces- 
sary to burn in order to produce it. The understatement is of the 


somewhat faster in the period 1976-1980 than it was in 
that of 1971-1975 (an annual rate of 5.4 per cent as 
against 4.8 per cent).3* But this is to be achieved mainly 
by a faster growth of the two major fuels other than 
crude oil. It is envisaged that the growth rate of oil 
output should slow down—a trend reflected in the actual 
figures for 1976 and 1977. 


The downward trend in the growth rate of Soviet oil 
production reflects mounting difficulties in maintaining 
a sufficiently fast pace of exploration and development 
in the geographically remote and climatically inhospitable 
regions to which production has shifted. 


The extent of the shift which had taken place in the 
geographical distribution of Soviet oil output is indicated 
in the table below. The Tyumen’ fields located in Western 
Siberia account, at present, for nearly 40 per cent of 
total Soviet oil output. Moreover, the increment in 
production planned for 1976-1980 for the region actually 
exceeds the increment envisaged for the Soviet Union as 
a whole. 


Soviet Union: production of crude oil by regions 
(Millions of tons) 


Plan Actual Plan Plan 
1970 1977 1977 1978 1980 
Tyumen; бе ЗА. 2145 215 250 310 
ааа ве 100.4 98.9 
ВАЗа ВЕ 40.7 40.0 
Keuibyshev соо 34.9 Зет 
Perini. оао Se 16.1 24.7 
Mangyshlak. .... 10.4 19.5 
тарктешуа ene 14.4 13.9 
ое ю ов ыы 7.4 12.9 
Caspiaiv . Ба 12.9 11.4 Ne 
Neyo one > 5.9 10.9 10.5 


Source: Ekonomicheskaya Gazeta No. 5, 1973 and No. 8, 1977. 


The astonishingly fast growth of production in the 
Tyumen’ region during the 1970s represents one of the 
great feats of the recent Soviet industrialization effort. 
Between 1970 and 1975 production rose from 31.4 mil- 
lion tons to 148 million tons, exceeding by 23 million 
tons the figure envisaged in the medium-term plan. This 
was despite appalling climatic conditions, the absence of 
adequate transportation facilities, and a host of other 
difficulties encountered in exploration and development. 
The principal oilfield of this area—Samotlor—is, how- 
ever, coming,close to reaching peak levels of сарасйу, 
and further increases in production will mainly have to 
come from less productive fields. The upward trend in 
the output of the Tyumen’ field has tended to flatten 
out recently, and a sharper reduction in the growth rate 


order of a ratio of 123/400, where the numerator represents the 
actual conversion coefficient of a thousand kWh of electricity into 
a ton of standard fuel equivalent, and the denominator represents, 
approximately, the amount of standard fuel in kg used for the 
production of a thousand kWh of electricity at central power 
Stations of average efficiency. 


38 Excluding atomic power but including peat, oil-shale, and wood. 
8 Production at the Samotlor field amounted to some 120 million 
tons in 1977. The peak level of around 130 million tons is to be 


reached in the current year. Production is expected to stabilize 
at this level for seven or eight years and then to decline. 
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of this region is apparently expected to take pl : 
the 19805.10 у place in 


The geographical distribution of Soviet output of 
natural gas has also been undergoing unfavourable shifts 
im recent years. As can be seen from the figures below, 
the major developing areas are Tyumen’, Orenburg and 
Turkmeniya, the first of these being by far the most 
important. In contrast to crude oil production in the 
region, which is already well advanced and is meeting 
increased difficulties in prospecting and exploitation, the 
development of the Tyumen’ gas-fields is still in, its 
early stages.*t Production is gaining momentum, growth 
being limited only by progress in pipeline construction 
and the availability of high-technology equipment. 


from the Orenburg deposits in the Urals to the western 
frontiers of the Soviet Union. Built jointly with Bulgaria, 
Czechoslovakia, the German Democratic Republic, 
Hungary and Poland, the pipeline will have a throughput 
capacity of 28 billion cu m of gas a year, more than 
one-half of which is to be supplied to the participating 
countries. 


Coal deposits west of the Urals are in narrow seams, 
and have to be deep-mined under increasingly difficult 
conditions. Hence, as in the case of the other two prin- 
cipal fuels, most of the increment in output under the 
current five-year plan is to come from the eastern regions. 
The major deposits to be developed are those of the 
Kuznetsk basin, Ekibastuz, and Kansk-Achinsk. All of 


Soviet Union: output of natural gas by regions 
(Billions of cu m) 


Plan 


1976 1977 1978 


PPYUMEN een го а 9.3 3519 
аи ре 18.0 
Юка: 60.8 68.7 
Orenburg:; “ye 6) ee 13 20.0 
urkmeniya 25%. = ; 13a 51.8 
Wzbekistans) а. с 32.1 37.2 


44.2 
19.6 
68.7 
31.8 
62.6 
36.0 


72 100 


Sources : Compiled by the secretariat from scattered published information. 


It seems clear that natural gas is destined to become 
the most important energy material in meeting growing 
energy requirements. According to the current five-year 
plan, the growth rate of natural gas production is to 
accelerate from an average of 7.7 per cent per year in 
the period 1971-1975 to an average of 8.5 per cent in 
the 1976-1980 period, and in fact growth during the past 
two years has been faster than envisaged. By 1980, the 
share of natural gas in the total of Soviet primary energy 
production will amount to 26 per cent, with nearly 
40 per cent of the increment in total production over the 
five years being accounted for by the increment in 
production of this energy material. 


As already mentioned, the problem of raising the 
output of natural gas is to a large extent a problem of 
transportation. Pipeline construction is being carried out 
on a gigantic scale ;4? inadequate supplies of large diameter 
pipes and other types of specialized equipment remains, 
nonetheless, a serious bottleneck. 


A major construction project scheduled to be completed 
in 1978 is the Druzhba pipeline destined to carry gas 


40 According to press reports, a plan drawn up by the All-Union 
ministry for the petroleum industry envisages that by 1990 produc- 
tion at the Tyumen’ fields will reach 330 million tons, compared 
_ with the 310 million tons scheduled for 1980. By the end of the 
century output is to reach some 360-380 million tons. 

41 The only large gas-field in operation here is Medvezhye, эго- 
duction at which was close to 60 billion cu m in 1977. Another— 
potentially even larger—field is being opened up at Urengoi. | 

421Tn 1975 the main gas pipeline network in the Soviet Union 
extended over 101.2 thousand km. In 1976 the figure was 106.8 
thousand km. The plan for 1977 called for 114.0 thousand km. 
and, according to the five-year plan, the pipeline network is to 
reach a length of 137 thousand km in 1980. 

43 A large proportion of pipes and other equipment is imported. 
- In 1976 a total of 2.99 million tons of pipes, valued at over one 
’ ЫШоп dollars, was imported. 


these lend themselves to strip mining, the latter two 
having particularly favourable conditions for low-cost 
production.“ 


At present, the development of the Kuznetsk and 
Ekibastuz fields is being emphasized. As can be seen 
from the figures below, the two basins are to contribute 
close to one-half of the total increment in output planned 
for the next three years. However, the production costs 
of Kuznetsk coal are rising steeply, and in the longer- 
term future the thrusts of expansion will have to be 
shifted towards the Ekibastuz and Kansk-Achinsk 
basins.* 


Coal from these two basins does not lend itself easily 
to shipping,** and hence has either to be burned locally 
or to undergo large-scale enrichment. The former solution 


44 According to a recent study, the relationship between costs to 
the consumer in central areas of a ton of fuel from various deposits 
is estimated to be as follows (Donbass coal to central consuming 
area = 100) (see Voprosy Ekonomiki, No. 5, 1977). 


Extraction Transport Total 
Donbass'coals ыы 85 15 100 
Kouzbass*coaliteer. ae oes s 43 51 94 
Kansk-Achinsk coal: 
enriched and transported by rail 30 51 81 
transformed into electricity and 
transmitted by 220 kV trunk 
о eee ele ee 10 43 53 
Skibastuz coal: 
{transported by rail 3 3... 10 60 70 
transformed into electricity and 
transmitted by 1500 kV DC 
trunk lines (projected)... . 10 47 57 


45 There are also plans for large-scale development of the South 
Yakutiya coal deposits in East Siberia. 

48 Ekibastuz coal has an ash content of 40 per cent, but is none- 
theless more transportable than Kansk-Achinsk coal. The latter 
tends to pulverise and self-ignite when exposed to air for any length 
of time. 


130 


Recent economic developments in eastern Europe and the Soviet Union 


Coal output of the Soviet Union by principal fields 


(Millions of tons) 
Plan Plan 
1970 1976 1977 1980 
European Soviet Union 
а вона 218.4 223.7 
IRechorala ее еее 21.8 25.8 
Moscowa nurse: 36.2 р 
Eastern Soviet Union 
Kuzbass ее. 111.1 138.8 142 162 
Karaganda ..... 38.7 47.4 a, 52 
"РО со во в 20.6 53:5 57.0 72 
Kansk-Achinsk ... 29.1 31.9 


Sources: Аз for text-table оп р. 129. 


implies the construction of fuel-power complexes, and 
possibly also the location of large-scale industrial users 
near mines. In 1977 an important step was taken in 
this direction, when construction of the Ekibastuz fuel 
power complex was begun; this is to be completed by 
1990. Five regional power stations will be built, with a 
total electric power generating capacity of 20 thousand 
MW, and a 1500 kV DC power transmission line laid 
to Tambov—a distance of 2,415 kilometres. 


Plans for the tapping of the vast potential of the 
Kansk-Achinsk basin‘? are still somewhat imprecise. 
Although destined to become one of the mainstays of 
future Soviet energy supplies, the development of this 
region is apparently being put off because of lack of 
thorough evaluation of the various technological and 
economic alternatives. According to one plan, a fuel- 
power complex is to be constructed before the end of 
the century; this would involve the construction of eight 
regional power stations with a capacity of 6,400 MW 
each. Coal production would be extended to around 
250 million tons in the next 15 years—50 billion kWh 
of electricity to be produced in 1985 and 185 billion kWh 
in 1990. 


Within a comprehensive programme elaborated in 
co-operation with the east European countries (see below), 
an immense effort is being made in the Soviet Union 
towards the development of nuclear power. The current 
five-year plan specifies an increment in the capacity of 
atomic power stations of some 13.7 MW and, according 
to information appearing in the press, a total of 30 MW 
is to be put into operation over the “‘next 10 to 12 уеаг5”. 
In 1976 atomic power units were scheduled to be put on 
load at the Rovno, Kursk and Nietsamor (Armenia) 
atomic power stations; in 1977 the first reactor at the 
Chernobyl (near Kiev) atomic power station was opera- 
tionalized. An accelerated rate of completions is to be 
expected towards the final years of the present quin- 
quennium, with a number of large projects currently in 
the course of construction.“ 


47 Tt is estimated that there are 600 billion tons of lignite in the 
basin, extending to a depth of 600 metres. Of the total, 140 billion 
tons are less than 300 metres down, and thus suitable for strip 
mining. 

48 Known development plans include further extension of the 
Royno, Nietsamor, Chernobyl and Leningrad atomic power 
Stations, and the construction of the Smolensk, Ignalina (Lithuania) 
and Odessa (South Ukraine) stations. 


(ii) Eastern Europe 


The bulk of east European energy resources consists 
of coal. Only Hungary and Romania possess oil and 
natural gas resources in any quantity. Coal produced in 
Bulgaria and the German Democratic Republic consists 
almost entirely of low-calory lignite or brown coal. 
Czechoslovakia, Hungary and Romania produce a 
sizeable amount of hard coal, but this can hardly be 
expanded at all owing to adverse geological conditions. 
Expansion of lignite production, on the other hand, 
while possible, can only be achieved through huge capital 
investments, and in the face of rapidly rising costs of 
production. Poland is the only country in the group 
with large deposits of both hard coal and lignite, extrac- 
tion of which can be expanded under relatively favourable 
mining conditions. 


As mentioned in the Survey for 1976, Bulgaria, Czecho- 
slovakia, Poland and Romania plan to expand coal 
output considerably during the present five-year plan 
period. In Bulgaria, the aim is to increase annual output 
by some 18 million tons, for use at two large power 
generation complexes—Bobov Dol, with a capacity of 
630 MW, and Maritsa Istok, with a 1200 MW capacity. 
The Maritsa Istok coal basin is to produce 22 million 
tons of coal annually, or 60 per cent of the total for the 
country as a whole, by 1980. In Czechoslovakia annual 
coal output is to rise by some 10 million tons between 
1975 and 1980, and by another 10 millions tons in the 
subsequent 10 years, reaching a total of 135 million tons 
in 1990. The Czechoslovak programme for the expansion 
of coal production is centred on the Most coal basin, 
which accounts for three-fourths of the country’s brown 
coal production. At present eight brown coal power 
plants are under construction, including a 1000 MW 
plant near Kadan. 


Poland is the only country in the area where the bulk 
of the increment in energy requirements is expected to 
be covered by coal for the foreseeable future. Polish 
coal mines are among the most productive in the world, 
and, while dramatic gains in output are difficult to obtain 
in traditional mining areas, the opening up of new fields 
in the Lublin region should permit the maintenance of a 
more or less even level of production increments. Poland 
plans to mine 210 million tons of hard coal in 1980, 
and expects to raise production to 250 million tons by 
1990. Annual output of brown coal is scheduled to 
increase to 80 million tons by 1980. But this goal may 
well be attained somewhat later, owing, apparently, to 
delays in the construction of the Belchatov fuel and 
power complex. By 1990, production of lignite is ex- 
pected to reach some 110 to 135 million tons. 


During the 1980s, by far the largest part of the incre- 
ment in electric power needs is to be secured through 
the expansion of lignite production. Lignite is cheaper 
to extract than hard coal in Poland,®*° and the construction 
of electric power stations near mine-heads should permit 
a reduction in transport costs as well. The place of lignite 


4° Production in this basin is to rise from some 60 million tons 
in 1975 to 80 million tons in 1980. Although costs are lower than 
in that of the two other major producing areas, the Sokolov fields 
and Ostrava-Karrina, it has been reported that they are nevertheless 
rising steeply here also. For instance, whereas in 1970 the overload 
per ton of coal produced in the Most field totalled 2.6 cu т, it is 
expected to exceed 3 cu m in 1980, and to rise to 4 cu m‘in 1990. 


5° Tt should be noted, however, that capital costs are higher. 
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Poland: planned and forecast capacity of central electric 
power stations 


Un thousands of MW) 
eee 


Plan Forecast Forecast 
1975 1980 1985 1990 
Total Rect м. ee 17.5 255 35.8 49.8 
Fuelled by: 

Hard coal 11.8 19.6 23.6 27.6 
Brown coal... . 4.7 4.7 8.6 15.1 
Фе een wasn 1.0 1.2 3.6 7.1 

of which: 
Апорте 2 — — 0.4 3.0 


боигсе: Gospodarka Palivami i energia, Мо. 8, page 3, Warsaw 1977. 


in the programme for meeting long-range electricity needs 
may be illustrated by the figures on page 131. 


The principal project in this programme is the Belchatov 
power complex already mentioned. This is to be com- 
pleted in two stages, the first to be completely ready in 
1985. By that time, an annual total of 40 million tons of 
lignite is to be mined, and the last unit of a 4,320 MW 
electric power station put under load.* 


In Romania, coal, although generally of poor quality, 
is to assume a rapidly growing role in meeting the coun- 
try’s energy requirements. According to the present 
five-year plan, extraction of coal is to rise from 29.3 mil- 
lion tons in 1975 to 56 million tons in 1980—an annual 
growth rate of 15 per cent. This should permit the share 
of coal in total energy output to rise from 16.9 to some 
40 per cent. As in a number of other countries, emphasis 
is being placed on lignite as fuel for electric power plants. 
In 1973, construction was begun at Turceni on one of 
the largest power stations in the country. This is to be 
supplied by lignite from the Jiu coal basin. The station 
is scheduled to start operation in 1978 with a capacity of 
1,320 MW, to be increased to 2,640 MW by 1980. A 
second station under construction is that at Craiova and 
Rovinari, to be fueled by lignite from the Oltenia basin. 
Scheduled for completion around 1980, this station 
should eventually attain a capacity of 2,000 MW. 

In Romania, almost no rise in the output of oil and 
natural gas is expected during the current five-year plan. 
However, the programme of deep drilling is being 
expanded, and methods of oil recovery improved. In 
addition, offshore drilling was started in 1976 on the 
Black Sea continental shelf, and this, together with the 
new discoveries in the border area with Hungary (see 
below), may yield sizeable additions to the production 
capacity of the country. 


51 The station will consist of 12 generators of 360 MW, the first 
of which will be put on load in December 1980. A similar capacity 
$ planned for the second]stage. 
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In Hungary, the level of oil output was originally to 
remain virtually unchanged, whereas that of natural gas 
output was to increase from 5.2 to 6.0 billion cu m 
between 1975 and 1980. However, production is increas- 
ing faster than planned, with longer-term production 
prospects improving owing to the discovery of new 
deposits. Some of these fields are in the border area 
with Romania, and will be exploited jointly under an 
agreement signed between the two countries. One im- 
portant field is at Kiskunhalas, and trial production 
was reported to have begun here in 1977. 


As mentioned in the Survey for 1976, a programme for 
the development of nuclear energy capacity is under way 
In most of the east European countries. The capacity of 
Nuclear power stations for the region as a whole is to 
Increase 4.7 times over the period 1976-1980, reaching 
by 1980 a total of 8,950 MW. 


Bulgaria plans to add two 440 MW reactors at the 
Kozlodwi station between 1976 and 1980, thereby 
doubling its capacity. Between 1980 and 1985, a total 
of 2.8 thousand MW of capacity is, apparently, to be 
constructed; this would amount to some 50 per cent of 
the increase in Bulgarian power production for that 
period. Czechoslovakia plans, in the near future, to com- 
mission atomic plants with capacity totalling 1,760 MW. 
By 1984, 3,500 MW are expected to be in operation and 
by 1990 the figure is to go up to 10,500 MW. The aim 
is to cover two-thirds of the increase in electricity needs 
between 1981 and 1990 by increased nuclear capacity. 
In the German Democratic Republic, the Magdeburg 
station, with a capacity of 3,520 MW, should be nearing 
completion by 1980. The programme is to be expanded 
in the next decade. In Hungary, the first unit at the 
Paks station is scheduled to produce electricity in 1980. 
Upon completion of the first stage, the station will have 
a capacity of 440 MW. The full planned capacity, to be 
reached in the 1980s, is 1,760 MW. Poland’s first nuclear 
power station, to be built at Zarnoviec, will be put into 
operation in 1984, and should reach its full capacity of 
1,880 MW by 1988. The country’s over-all nuclear 
capacity is expected to reach 4,880 MW by 1990. In 
Romania, the first atomic power plant will not be in 
operation until the 1980s. However, by 1990 installed 
nuclear capacity should total 6,000 MW. 


In accordance with a recommendation made at the 
thirty-first session of the CMEA Council, an agreement 
on international specialization and co-operation in 
production and deliveries of equipment for atomic power 
stations in the period 1981-1990 is to be concluded this 
year. The programme of development of atomic power 
and development and specialization in atomic engineering 
represents a component part of a long-term policy- 
orientation programme of co-operation in the fuel-energy 
sphere, which is being elaborated by the countries of 
the region. 


4. INVESTMENT 


(i) Plans and plan fulfilment 


In general, rates of expansion of investment activity 
were relatively high in eastern Europe and the Soviet 
Union in 1977 (аЫе- 4.1). In Czechoslovakia and 
Hungary the actual rates for 1977 were higher than either 
the planned figure or the actual figure for the previous 
year. In Hungary the plan was, indeed, over-fulfilled by 
around 8 percentage points. In Romania the plan was 
under-fulfilled by a good deal, but in absolute terms the 
figure was nevertheless high, and higher than that for 
1976. In Bulgaria the plan was under-fulfilled by a small 
amount, but the growth rate was much higher than in 
the previous year. In Poland, investment continues to 
grow at modest rates, in accordance with current policies, 
but even so the plan was over-fulfilled. Only in the 
Soviet Union and the German Democratic Republic was 
the rate of growth of investment in 1977 lower than it 
had been in 1976, though in both cases this was according 
to plan. 


Trends in the ratio of gross fixed capital formation to 
NMP have been mixed. In two countries—Hungary and 
Romania—they have risen significantly, while in Bulgaria, 
the German Democratic Republic and the Soviet Union 
there has been little or no change. In Czechoslovakia 
and Poland the gross investment ratio fell, though in the 
latter case by less than one percentage point. Figures 
for net fixed capital formation are in most cases available 
only for 1975 and 1976 (they are not available at all for 
Bulgaria and Romania), but it is worth noting that 
trends in this indicator uniformly parallel trends in the 
gross investment ratio for those years. In Poland the 
net investment ratio was virtually the same in 1977 as 
it had been in 1976. 


Trends in gross incremental capital-output ratios 
(ICORs) have also been mixed. In three countries— 
Czechoslovakia, the German Democratic Republic and 
Hungary—they have dropped significantly, while in 
three—Poland, Romania and the Soviet Union—they 
have risen by a considerable amount. In Bulgaria the 
ratio has hardly changed. Turning to the net incremental 
capital-output ratio in 1976 by comparison with 1975, 
trends are comparable with those for the gross ICOR in 
the same years for all countries for which figures are 
available except the German Democratic Republic. The 
explanation for the contrasting trends in the two ICORs 
for that country is to be found in divergent trends in 
produced and distributed NMP in 1975 and 1976. This 
may have been partially a result of movements in the 
level of net foreign investment, though movements in 
levels of stocks could also have played an important role. 


The picture that emerges from the plan figures for 
growth in investment activity in 1978 is once again 
somewhat varied. In Hungary zero growth is envisaged, 
while in the German Democratic Republic the figure is 
planned to drop sharply. In Bulgaria there will be a 
significant drop to a still highish figure, and in Poland 


the planned level of gross investment for 1978 is about 
the same as the planned level for 1977. In Romania and 
the Soviet Union, on the other hand, the rate of growth 
of investment activity is planned to rise, while in Czecho- 
slovakia it is to remain fairly high, albeit at a slightly 
lower level than in 1977. 


Planned trends in gross investment ratios are more 
uniform, however, with drops envisaged in all countries 
for which data are available except Romania. In the 
case of Poland, it is not possible to derive a comparable 
figure because of price base difficulties, but the net 
investment ratio is explicitly planned to fall sharply in 
that country. ICORs are generally expected to fall, 
including in the Romanian case, though Hungary is an 
exception here. In the light of the instability of the gross 
ICOR in Hungary in recent years, however, too much 
stress should not be placed on this. In general, then, 
the plans for 1978 reflect a clear emphasis on raising 
investment effectiveness, and detailed policies to this end 
will be discussed in section (iv). 


(ii) Construction and equipment 


In Hungary, Poland and Romania, trends in growth 
rates of construction output were broadly consistent 
with those in growth rates of investment in 1977 by 
comparison with 1976 (tables 4.2 and 4.3). In Czecho- 
slovakia and Bulgaria, however, the acceleration in the 
rate of growth of investment activity was paralieled by 
a drop in that of construction output. This suggests 
significant gains in terms of investment efficiency. In 
the Soviet Union, on the other hand, the opposite 
situation prevailed. The rate of growth of construction 
output in 1976 was certainly very low in that country, 
but it should also be noted that the share of machinery 
and equipment in total imvestment fell in the Soviet 
Union in 1977 by comparison with 1976. For the ma- 
jority of countries this last series is only available for 
1975 and 1976, when trends were on the whole favourable, 
with five countries (including the Soviet Union) showing 
an improvement, and only one a worsening of the ratio. 
In the case of the German Democratic Republic the 
ratio has subsequently worsened in 1977, but it remains 
at a high absolute level. 


The rate of growth of output of the construction 
materials industry remained buoyant, and at a higher 
level than that of construction itself in the majority of 
the countries of the region in 1977. In the Soviet Union 
there may be some evidence of strain in the building 
materials supply situation, with a drop to a growth rate 
about the same as that of construction. In Poland, the 
situation in 1976 and 1977 with respect to output of 
building materials was much more favourable than it 
had been in 1975. Trends in engineering output were 
relatively favourable in 1977 in all countries for which 
figures are available, as they had been in all countries 
in 1976. Bulgaria, Czechoslovakia and the Soviet Union 
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TABLE 4.1 


Gross fixed capital formation, capital formation ratios and incremental capital-ouput ratios 
a 


Ratio of 
Gross fixed capital formation al are 
— formation capital Gross 
Billions of Average annual to net formation “ in i 
А 1 ‘ cremental Net incremental 
Country and period units “oe Tease pene. a paling hed peer re Page 
Bulgaria 
1975 5.36 13 8725 4.3 
бе Е Зее S237 0.2 35.6 5.5 
Ра ев е Re) afl 6.3 35.0 4.3 
OU) ee noe eae ae 5.70 6.1 35.4 5.6 
PLATO) ох ое eS cw 5.95 4.4 34.6 Sil 
Czechoslovakia 
1975 
ae 131.3 8.3 35.5 21.6 Sel 4.8 
ete Hee ete Е 136.1 3.6 35:5 21.4 9.6 8.2 
РАБО esas ба ое. gis 144.0* 5.8 33.5 6.4* 
LO lime bye et т В 127.4° 6.36 33.5% 7.4* 
А pra Steals evap 268i lovot) 152.8* 5.6 Benen 6.8* 
German Democratic Republic С 
ТЕ) ори рено te, fils 42.74 6.1 30.0 19.4 6.1 7.2, 
т к 46.5 4 9.1 31.5 19.8 8.5 3.5 
Ра ween. oe Se 49.5* Gis Silk Но 5.8* 5 
OD mete sit. et eM ck м: 49.44 6.0 31.8 19.4 6.1 4.0 
Plana Stee aes cee el ees ao Sim 50.4* 21 30.8* Ss} 
Hungary e Л 
Е О О О а shyt obttanrs 146.5 14.8 37.6 23.0 7.0 4.3 
(RAS. зо ЗИ ри 152.1 —0.1 36.5 21.9 12.2 ПЭ 
О ое нь 164.0 4.0-5.0 aD 56 a 
а ве 181.5 13.0 38.3 4.8 
РО Oates Res и иена 180-182 0.0 36.5% 7.3* 
Роапа 
О ия. Ма И, 529.6 14.2 42.8 28.4 4.8 2.6 
ПОТ к В.Л 542.9 2.2) 40.9 26.9 5.8 3.7 
PlantiO7 sabe Gh ae: р: be О. 619.8 9 12% 36.7* ее 6.4* ais 
agi ees, Se ae ee een emerge 560.8 3.3 40.0 26.8 7.1 4.8% 
PLATES 7 San Maa ИИ ЕС 621.79 24.0 4.4% 
Romania * 
ПО Е со Serene ee 137.7 15.0 31.0 3.0 
О О а щен 149.0 8.2 30.0 2.9 
РО as ee 180.4 25.5 32.6 2.9 
19794 eet 169.0 11.5 31.3 3.6 
Вр. о. д. 212.5 16.8 35.5 pee 
Soviet Union J $ 
STS etn hace ek Biro ters ho Rr. Ps 112.9 8.6 ЗЕ 26.6 6.9 6.5 
ПО бы oe Ве оо 118.0 4.5 30.9 26.3 6.2 5.3 
а 0a а Е 121.5 3.0 30.6 Te 
OTT toes sos hs сам 122.0 3.0 30.7 * 8.8 ® 
Planal Oi Samer ee. А 125.5 3.4 30.3% 7.0" 


р ии Ш6&6&й&‚›&й‚йВг&®П8‚®› ы—&®@ПШЩ83<—ФШбФб EEE EEE ESSERE 


Sources: National statistics; CMEA statistical yearbooks; plans and plan- 
fulfilment reports. 

Note : Unless otherwise stated, all value data in tables in this section are at current 
prices for Bulgaria and at constant prices for all other countries. Ratios are cal- 
culated throughout on the basis of produced NMP, except for the net investment 
ratio and the net incremental capital-output ratio, which are calculated on the 
basis of distributed NMP. 


@ Defined as increase in fixed assets, not including unfinished construction. 

> State investments only. Estimated figure for total investment of 144.7 used 
to calculate estimated figures for investment ratio and ICOR. 

¢ Including unfinished construction. 


а Including investment in other CMEA countries. The corresponding figures, 
for investment in the German Democratic Republic only are 42.0, 46.5 and 48.2. 


¢In current prices, for the socialist sector. 
7 п constant prices, for the socialist sector. 


я In current prices. 

h Calculated on the basis of figures for produced NMP. 

‘In the case of Romania figures are published only for gross accumulation. 
Estimates for gross fixed capital formation can be derived by applying a coefficient 
of 0.8 to the gross accumulation series. This is the reported ratio of gross fixed 
capital formation to gross accumulation in the period 1971-1975. The figures for 
investment ratio and gross ICOR in the table are calculated from base figures 
modified by the application of this coefficient. 

3 Calculated on the basis of NMP at current prices. 


к Calculated on the basis of figures for distributed NMP. 
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were able significantly to improve their trade balances 
in machinery in 1976. In 1977, there was a sharp increase 
in the over-all level of trade in machinery in Hungary, 
while Poland’s trade balance in machinery improved 
considerably. 

Only fragmentary plan figures for 1978 are available, 
but certain conclusions about policy orientations can be 
drawn. In the Soviet Union, a significant rise in the 
proportion of investment going to machinery and equip- 
ment is envisaged, and this is clearly connected with 
policy objectives relating to reconstruction and modern- 
ization (see section (iv)). For the German Democratic 
Republic planned figures for the growth of output of 
construction and the building materials industry are 
lower than the corresponding 1977 figures, but nevertheless 
high by comparison with the planned rate of growth of 
investment. Clearly, then, there is to be some emphasis 
on the erection of new buildings in that country in 1978. 
The planned figure available for growth of construction 
output in Hungary is likewise in contrast with the zero 
planned rate of increase in investment, and in Bulgaria 
a fall in the investment growth rate is to be accompanied 
by a rise in that of construction. The rate of growth in 
construction output envisaged in Poland seems high by 
comparison with that envisaged for investment, and in 
terms of current policy orientations. The planned figure 
for engineering in Czechoslovakia in 1978 looks a little 
on the low side, and one may expect to see some con- 
sequent increase in imports of machinery into that 
country. 

Turning to trends in factor inputs in construction, it 
is noteworthy that, in all countries except the German 
Democratic Republic and Romania, rates of growth of 
employment in construction were very low in 1976, and, 
in cases where figures are available, in 1977. It is not 
surprising that the construction labour force continues 
to grow at relatively high rates in Romania, given the 
very high rates of investment growth maintained in that 
country,” but the figures for the German Democratic 
Republic are less easy to interpret, though it should be 
noted that in absolute terms employment in construction 
in that country remains at a very low level. Capital 
inputs, by contrast, continued to grow rapidly in 1976, 
if less rapidly than they had done in 1975 in all cases 
except those of Romania and the Soviet Union. As a 
result of these various trends, labour productivity has 
been rising steadily in all countries, though the capital- 
labour ratio has tended to rise considerably faster. 


The Soviet Union and Poland are the only two coun- 
tries for which planned figures for employment and labour 
productivity in construction in 1978 are available. A 
very small increase in the labour force is envisaged in 
the Soviet Union, and productivity is planned to rise by 
considerably more than it did in 1977. In Poland, the 
entire increase in construction output is planned to come 
from higher labour productivity. 


(iii) Planning, management and finance of investment 


In the region as a whole, the trend, at the level of the 
building site, towards greater emphasis on completion of 
projects or stages of projects, rather than on volume of 
construction work, continues. More generally, the 
strategic orientation seems still to be towards combining 


52 50,000 workers were temporarily drafted into construction after 
the earthquake. 
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a higher degree of centralization with a more parametric 
approach to planning. (See Economic Survey of Evrope 
in 1976, part I, pp. 104-108.) 

For the Soviet Union the trend towards a higher degree 
of centralization can be illustrated by a number of in- 
stances. Ministries and republican governments, for 
example, were in 1977 given the right to centralize 
unused resources lying in enterprise and ob’’edinenie pro- 
duction development funds, and use them for moderniza- 
tion and reconstruction investments. This is clearly 
related to the tendency to absorb the category of de- 
centralized investment into that of centralized. The 
XXVth Congress of the Communist Party of the Soviet 
Union noted the advisability of relating volumes of 
investment funds given to ministries to planned output 
targets, which would reduce ministries’ scope for man- 
ceuvring within the investment plan.* 

At the beginning of 1976, 67 per cent of total construc- 
tion work was being done by enterprises on the reformed 
system of planning and management. The figure has 
probably not risen much since then, and this may reflect 
certain difficulties that have been experienced in the 
implementation of the reform. The use of an indicator 
based on the sales indicator introduced in industry has 
tended to preserve many of the faults of the old gross 
volume of construction work indicator. Bonus arrange- 
ments designed to encourage speedy operationalizations 
have not been wholly successful.* This underlines the 
importance of the experiment going on in two construc- 
tion ministries in the Byelorussian SSR whereby each 
link, from enterprise up to ministry, is on khozraschet, 
with completed project as the single key indicator. 
Earlier difficulties with the khozraschet status of the 
ministries themselves seem now to have been overcome, 
with transferal to full self-financing (samookupaemost’). 
Unfinished construction is financed on the basis of bank 
credits. Good results for the experiment are reported. 
In 1976 the average gestation period of projects was 
6 per cent lower than it had been in 1975, while the volume 
of unfinished construction was lower by 6.3 per cent.*¢ 
Over the period January 1976-June 1977 the number of 
projects simultaneously under construction was reduced 
by one-third.®” Difficulties have been encountered, how- 
ever, and these relate largely to the problem of making 
the over-all economic environment consistent with the 
new mode of operation of the Byelorussian ministries. 
In general the latter have been given greater rights vis-a-vis 
clients with respect to planning, but Gosplan has found 
this change difficult to implement. Problems have also 
been encountered on the supply side, and it is clear that 
the complete success of the experiment will be dependent 
on the further'development of reformed supply procedures 
for construction (see below, p. 143). The experiment 
is, however, now being extended to other republican 
construction ministries. 

The development of the Zlobin method of brigade 
khozraschet continues to be the dominating feature at 
the level of the building site. More than 50,000 brigades, 


к. “Technical re-equipment and reconstruction of existing enter- 
prises”, in Planovoe Khozyaistvo, No. 2, 1977, pp. 4-5. 


54 Ekonomicheskaya Gazeta, No. 6, 1977, p. 9. 


Ls See M. Е. Зетепоуа and L. I. Maslennikova, “Strengthening 
material incentives for workers in construction organizations”, in 
Finansy SSSR, No. 10, 1977. 


8 Ekonomicheskaya Gazeta, No. 33, 1977, р. 9. 
57 Ekonomicheskaya Gazeta, No. 31, 1977, р. 15. 
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TABLE 4.2 


Fixed capital formation by type of capital good: output and foreign trade of capital goods industries 
—_ i. ln a OE ——————————————— ee ee eee eee ee 


Annual percentage change Percentage 
a ah peed in ; 
t 
Gross fixed capital formation Output of capital goods industries НЙ eae behead te 
: ‘i Machinery 
р Construction Machinery Building mate- and 
Country and period work and equipment Construction rials industry Engineering Exports Imports equipment 
Bulgaria 
CUE ем, Зе 7.4 35.3 4.4 10.5 15.5 23.0 25.8 42.7 
OAS, Se ee о ОИ ПРИ ВИО 3.3 17 5.0 6.3 13.0 18.6 35 41.9 
о а. so т: 4.8 10.6 13.8 a Bh 
Plane OT See we oe ee oe et. 6.6 
Czechoslovakia 
UPN SE И м те 8.1 8.6 8.0 7.6 9.2 16.6 16.8 39.8 
HO Greeters £82. Lane Pon 3.3 4.1 Wes 6.6 8.5 16.7 9.5 40.0 
Пр. о В ое АЕ oe ae 4.3 533 77 
Plan С о ое is 3% 6.1 6.1 6.4 
К о uae 6 a 6.2-6.5 7.0-7.3 8.2-8.6 
German Democratic Republic a 
LSS ae ee eos. GS et: dd 4.6 6.6 8.3 6.5 21.3 19.0 49.6 
LOT GI cits cs io oh te ae 8.0 8.1 5 7.9 7.2 13-7 19.5 49.6 
ам. В. 9.4 2.4 S37 7.0 oe ых ха 47.8 
Ра Ань к Ч 4.3% 6.8 
Pian 1976-1980 cok, ан 5.0 7.0-7.3 
Hungary с 
TO Ser terete se cs, sce arts. ote 10.5 ile 8.1 5.4 8.5 23:7 27.3 46.5 
ОЕ ЗА. Чего. —2.3 пы 4.6 3.4 5.5 352 12 47.0 
ре а. a ce 6.0 6.1 15) 15.14 19.2 а Py 
PlAng ON Saree «ets 228 ciksy а 4.0-5.0 6.0-7.0 
Plantt976=1980 о oe be 5.5-6.0 5.2-5.5 6.3-6.7 
Poland 
LOT Sitter | Ee Seer a 2 10.4 19.6 12:5 8.7 15.5 29.9 16.1 45.3 
И ны. № —0.1 6.6 1.5 4.5 13.8 13.6 14.9 47.1 
DDT aie oe co sis le Fs 2.5 3.8 4.0 4.3 11.1 17.2 32 47.6 
Romania 
Das) se с оо ee ee 11.4 217 Ted 10.3 18.5 34.8 5.9 50.5 
О м а 4.4 10.0 5.7 14.3 13.0 16.6 4.6 51.4 
LOT Tiare Reamer о а aM ts 11.4 14.7 13,2 aie 53 bi 
Plant Oi Site yee es se me as ae ne 8.3 aS 15.3 
PlangO7G-1 9809 sak a. va eh a ee ar ote Ang 9.1-10.0 11.9-12.6 
Soviet Union 
Sy. SS sae О commer Re ceca eat 6.3 12.8 6.3 6.0 11.0 12.8 48.2 329 
о О АС Е er 12 9.7 1.4 4.0 10.0 20.9 15.3 34.5 
Е ао ree ee 5.18 ye 3.0 3.0 9.0 33 34.1 @ 
Plant VOR SA, Ali eS I oe a ie 6.1 > a 36.8 @ 
Рав 6-ТоЗО и te. HOM М Fe ee 5.8 5.4* 8.9 at 


ETT EES дд 


Sources: As for table 4.1. > Including construction output of non-construction organizations. 
Note: Minor inconsistencies with the figures in table 3.2 are due to differences ¢ In current prices. 

in coverage. а January-November. 
а Including output of construction organizations not subordinate to the Ministry ¢ State investments. 


of Construction. 
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TABLE 4.3 


Gross output and factor inputs in construction 


(Annual average percentage change) 
un = eee eee 


Per employee 


Country and period Gross output Fixed assets Employment Gross output Fixed assets 
Bulgaria 
ие о a. Oh aah nore eee 4.4 22.0 0.4 4.0 Dies 
1976. еле Eat: с eee 5.0 1a —1.3 6.4 11.4 
т oles: ais to, ee ee ek 4.8 0.0 4.8 
Czechoslovakia 
о ie Ronse oyna tas ke 8.0 13.9 0.9 4 7.0 12.9 
а Me ar ea tue es Tes 9.1 1.2% 6.2 7.8 
Plan 1977 ccm лас 6.2 0.6 4.4 
Пе ааа 4.3 0.9 3.0 
German Democratic Republic B 
OTS erect ry Rte ee а 6.6 7.4 test 55 6.3 
о о es 2 os ee 5.7 6.9 i) 3.9 5.1 
Plantl977 О о ee 6.2 & 5.0 
Пе М ake® ok ee 55 8.2 
Hungary с 
TOTS А ре Г. 8.1 ПИ 1.3 6.7 10.7 
Об о а. 4.6 11.4 0.8 37 10.5 
И 77 eee мою обо 5.0-5.5 oe Se hs 
Е о о ес в 6.0 0.0* 6.0* 
Poland а а 
Е о Ооо Ки 12.5 20.3 2.9 9.3 16.9 
ое А aes eas 1:5 14.6 —4.0 5-7 19.4 
По, аа ее. 4.0 0.0 4.0 
Plan’ 19 78#he cence и 8.3* 0.0* 8.3 
Romania 
По ere. a ee, Nae eee ey, 19.6 3.0 4.7 16.6 
1976) sees En ee ere, Ce 5.7 22.8 1.6 4.1 21.2 
Е о eee eee 20.4 
О ates Gras бо А 11.4 
Soviet Union 
Пе cs we 6.3 10.8 1.8 5 965) 
бо ли 1.4 11.4 0.9 ae 10.5 
Planyl 9:77 си 7.4 0.4 5.3 
LOTTM the tas, tte a ee 3.0 0.0 3.1 
Ра, ме 6.1 0.2 4.3 


Sources and notes: As for table 4.1. 
2 Only those employed on actual construction sites. 


> Including output of construction organizations not subordinate to the Ministry of Construction. 
с Building workers (including estimates for owner builders) only. 


4 Based on annual average figures. 


representing more than 26 per cent of the total number, 
are now on the system, and it is clear that it is now the 
main form of organization in housing and amenity 
construction, and of increasing importance in industrial 
construction. A key issue at the present time seems to 
be that of the combination of the Zlobin method with the 
Orel system of continuous planning, and this may be an 
important condition of the further introduction of the 
system into industrial construction.®* It is also clear that 


58 Ekonomicheskaya Gazeta, No. 46, 1977, р. 17. 


a good deal remains to be done to ensure that there is 
full consistency between indicators and incentive pay- 
ments procedures within brigades and between brigades 
and enterprises.” 


The general picture of planning developments as they 
affect the construction ministry and enterprise can be 
summed up in terms of the six long-term policy orientation 
programmes (dolgosrochnye tselevye programmy) which 
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have been set out with the aim of encouraging improve- 
ments in planning and supply, quality and technology. 

At the beginning of 1976 the proportion of design 
organizations working on the basis of reformed planning 
and management procedures was just 16 per cent, and 
the figure may not have risen much since then, despite 
favourable reports on improvement in the work of 
reformed design organizations. One of the major elements 
in the reformed procedures makes it possible for design 
organizations to be allocated part of any economies 
accruing to clients on the basis of reduced capital costs 
or accelerated operationalization,® and integration of, the 
design stage with other stages of the investment process 
seems to be a key facet of current policies. Under an 
experiment currently going on in Glavzapstroi (main 
western construction administration), with the approval 
of Gosstroi and Gosplan, a special bureau has been set 
up within the administration with the task of checking 
and improving designs. The main administration has 
been given the right to refuse payment in cases where 
corrections suggested by the bureau have not been given 
proper consideration.** Gosstroi and Gosplan are cur- 
rently working on proposals for the working out of 
annual and five-year plans of design work which would 
be integrated with the corresponding capital investment 
plans.® 

The increasing importance of various types of enterprise 
finance for investment—amortization and production 
development funds, and decentralized sources—is in- 
dicated in the table below. It is noteworthy, however, 
that the importance of long-term credits is planned to fall 
in 1978. Despite this, there is a continuing tendency 
for the planning and checking role of Stroibank (State 
Construction Bank) and the investment finance side of 
Gosbank to increase in importance. In 1974 Gosbank 
was given new duties with respect to the checking of 
estimates for operationalization (puskonaladochnyi) costs, 
though this work seems to have been somewhat hampered 
by gaps in the existing documentation on prices and 


State investments by financial source 


(Percentage distribution) 


Total = 100 
Plan 1977 —- Plan 1978 
ЕН Аа о ее оо 40.8 40.1 
Entenpnise ро ан нь 8.0 Te. 
Amortization allowances. ....... 24.6 25.7 
Economies from price reductions for equip- 

лее. бое 0.8 1.1 
Mobilization of internal resources in соп- 

оо 10 ФВ о на В 1.9 2.0 
Fund for the development of production, 

reconstruction and technical re-equip- 

С р 6 ee 7.0 7.6 
Decentralized sources ........- 5.8 7.1 
Попе (ето стеаиы а в а 9.3 7.8 

1.9 1.4 


Other 


Source: V. F. Garbuzov, “The budget of the third year of the five-year period”, 
in Finansy SSSR, No. 1, 1978, page 15. 


60 V, A. Gnatov and Yu. У. Uvarov, “Some problems in stimu- 
lating the shortening of the investment cycle”, in Finansy SSSR, 
No. 7, 1977, p. 49. 

61 Ekonomicheskaya Gazeta, No. 19, 1977, р. 9. 

62 Ekonomicheskaya Gazeta, No. 37, 1977, p. 9. 
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coefficients to be used in this work. The work of 
Stroibank is now being facilitated by the introduction of 
а computer network (ASU-Stroibank), which began 
during the last five-year period. It has been noted that 
this is a particularly important development in relation 
to long-term credit operations, because of the large 
number of formal operations they involve.** The tradi- 
tional checking role of Stroibank is being strengthened, 
with an increased readiness to refuse payment of bonuses 
to design organizations in cases of poor quality work, 
and to exclude doubtful projects from titul’nye spiski 
(official lists of planned investment projects). In addition, 
a new and more operational planning role seems to be 
developing, with the bank taking the lead in organizing 
action in cases of poor quality finishing, or delayed com- 
pletion, of projects.® 


As noted in part I of the Survey for 1976, bank credit 
is an increasingly predominant form of finance for con- 
struction in progress, as the old system of advances from 
clients is phased out. In accordance with trends in 
planning indicators, such credits are to a growing extent 
advanced on the basis of completed project, rather than 
on that of completed stages. There does, however, seem 
to be a considerable degree of regional variation here. 
In Zagorsk (near Moscow) 40 per cent of total credits 
were on the basis of completed project in 1976, with a 
corresponding planned figure for 1977 of 50 per cent,* 
but in 1976, in Sverdlovsk oblast’, only 16 per cent of 
total construction work was being financed on the basis 
of completed project.*’ 


In Bulgaria the process of building up an integrated 
investment system, based on the “‘multiplicative approach” 
(multiplikatsionniya podkhod) continues to be the main 
focus of investment policy. Much attention has been 
devoted over the past year to the development of the 
planning system at the brigade level. It is estimated that 
brigades working on the Zlobin method show increases 
in labour productivity of 20 to 25 per cent.** But the 
method still seems to be largely restricted to non- 
industrial construction, and its extension may be crucially 
dependent on the further introduction of continuous 
planning methods (cf. discussion of Soviet experience 
above). This in turn is dependent on observation of the 
principle of two-year planning (being developed in the 
Byelorussian experiment), and on standardization of 
components in designing (katalozhnoto proektirane).® Of 
key importance in integrating the two planning mecha- 
nisms may be the further introduction of “planning by 
the piece” in wage-fund management (akordniyat naryad). 
Under this system the wage fund for each brigade is 
planned for the total project, or stage of project. If it 
is underspent in a given three-month period it can be 
carried over to the next period, and any cumulative 
surplus can be distributed at the end of the year, on 


83 (5. I, Frumkin, “Оп the verification of estimates”, in Den’gi i 
Kredit, No. 12, 1976. 

64 G. М. Sokolov and А. A. Romanov, ‘““The functional structure 
of ASU in Stroibank branches”, in Finansy SSSR, No. 5, 1977, р. 47. 

85 See “Build quicker, cheaper, better”, in Finansy SSSR, No. 3, 

Whi 


86 Jbid., р. 47. 

67 М. Zinov’eva, ‘“Technical reconstruction of enterprises and 
improving the structure of investment”, in Planovoe Khozyaistvo, 
No. 2, 1977, p. 33. 

88 Tkonomicheski Zhivot, No. 15, 1977, р. 13. 

89 Tkonomicheski Zhivot, No. 48, 1977, р. 13. 
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condition that all quantitative and qualitative indicators 
have been fulfilled. If there is a deficit, measures must 
be taken to make this up in the subsequent three-month 
period.”° 

It is not only in connexion with planning at the brigade 
level that improvement in design work is seen as an 
important factor, and it has been pointed out that an 
important condition of such improvement is better 
quality in the production programmes given to design 
organizations by clients as a basis for design work. 
Stress is also being laid on the need for designs to con- 
tribute to specialization and concentration through the 
encouragement of inter-enterprise co-operation. It is 
estimated, for example, that economies of 20 to 30 per 
cent can be achieved on capital expenditures on steam, 
water, energy, purification, warehouses, etc., through such 
co-operation. It appears that the reorganization of a 
few years ago, whereby technology design was taken out 
of the hands of design organizations and entrusted to 
special units attached to production organizations, has 
not been adjudged a success. Design organizations have 
been weakened, and production organizations have 
tended to interfere in design decision-taking in an un- 
desirable way. The emphasis is now on the development 
of a complex approach to designing, an approach demand- 
ing large-scale organizations, such as can provide scope 
for utilization of specialist manpower.” 


As in the Soviet Union, unfinished construction is 
now financed in Bulgaria on the basis of bank credits. 
It has been suggested that the pressure for speedy com- 
pletion would be increased, and volume of work devolving 
on the bank decreased, if these credits were extended 
exclusively to the investor, rather than to the contractor. 
It has also been suggested that unfinished design work 
should be financed in the same way.” 


Trends in the planning of investment in Bulgaria 
were summed up in a decision of the Council of Ministers 
of 1 July 1977 on the reorganization of the ministry of 
construction and construction materials, the committee 
for architecture and the Academy of Sciences. The 
emphasis in all aspects of this reorganization is on 
standardization and a complex approach. 


In Hungary, as noted in the Survey for 1976 (part I, 
p. 108), a system has evolved whereby government and 
enterprises share investment decision-taking on a more 
or less “‘fifty-fifty’ basis, while finance for enterprise 
investment has come in similar proportions from own 
funds on the one hand, and credits and grants or tax 
exemptions on the other. It had been hoped that the 
change in planning procedures of January 1976, whereby 
investment grants to enterprises were to be replaced by 
tax-allowable loans carrying rates of interest of 7 per cent, 
would introduce greater financial discipline into the 
investment sphere. As noted in section (i), however, 
last year witnessed a boom in investment activity in 
Hungary, partly because of a faster than expected build-up 
of own funds on the part of enterprises, and partly 
because of the swift allocation of the 45 billion forint 
export-promoting credit which had been established in 
1976, and which was virtually exhausted by the end of 


70 Ikonomicheski Zhivot, No. 42, 1977, р. 13; Мо. 43, 1977, р. 12: 
No. 51, 1977, p. 13. 
ie See М. Khinkovski, “Design—an important basis for ensuring 
high quality and a high degree of effectiveness”, in Planovo Stopan- 
stvo, No. 7, 1977. 
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1977. The government has now frozen all credits and 
subsidies to enterprise investment projects until 30 June 
1978, and reduced the level of subsidies for 1978 by 
1.5 billion forints. 

The question of quality of work in the construction 
industry has been receiving attention in Hungary, as 
elsewhere. A new wage system, which was due to go 
into operation on 1 January 1978, provides for the 
evaluation of construction work by stages, with remu- 
neration depending on results in terms of completed 
stages. Under the new system, the degree of variation 
around the normal basic wage depending on the quality 
of work will be plus or minus 20-25 per cent. 


In Poland, the new system of investment planning and 
finance, which was initiated in 1972-1974, is still in the 
process of evolution and implementation. Its basic 
features are as follows: (a) special bonuses are payable 
for rapid completion; (5) the finance for investment can 
come from three sources—enterprise development funds, 
bank credits, or budget subsidies ;-and (с) three categories 
of investment are distinguished: replacement and mod- 
ernization, expansion and major modernization, and new 
plants. Replacement and modernization imvestments 
can be financed only from development funds, and are 
classified as ‘fund investments’. The other two categories, 
which can be called “growth investments”, are in principle 
primarily financed from bank credits, with budget sub- 
sidies largely concentrated in the non-material sphere, 
transport, environmental and research and development 
investments. But development funds can also be used 
to finance growth investments. Aggregate quotas are 
fixed for investments on the basis of all three categories 
of finance, including fund investments, though it is 
envisaged that the quota in this last case will eventually 
be abolished.” 


It is clear that in its implementation the reform has 
gone much further in the direction of rationalization of 
the financial basis of investment than in that of decen- 
tralization of investment decision-taking. A continuing 
problem at the financial level has been the tendency for 
enterprises to accumulate too much money in their 
development funds, though norms have been changed in 
an effort to combat this. Ministries have also been given 
the right to establish special sectoral norms, and to 
transfer excess funds into a ministerial reserve develop- 
ment fund.” 


A major step facilitating transfer to a more parametric - 
approach to investment planning in Poland was the 
introduction in 1974 of a new methodology for the 
assessment of investment effectiveness. The main char- 
acteristic of the methodology is that it works in terms 
of returns > expenditures, with the going rate of interest 
on bank credit (normally 8 per cent) taken as discounting 
norm. The new methodology, which is now in its first 
stages of application, emphasizes an integrated approach, 
which can be used for the appraisal of general and 
comparative effectiveness, and in non-production sectors 
of the economy, e.g. foreign trade and the non-material 
sphere.” 


See T. Kierczynski, “Investment system”, in Оес i 
Polona, No. 1, 1977. А с 

74 See 12, Glikman and К. Poznanski, “Investment activity in 
economic organizations”, in Gospodarka Planowa, No. 1, 1977. 

75 See В. Plyszewski, “Оп the new methodology for the appraisal 
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Reconstruction, modernization and expansion of existing 
enterprises in Bulgaria 


(As percentage of total investment) 


ne 
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Material = м she ; i as 
Total sphere Industry rhe. ие tee. Transport deciles 
1975 23.4 30.8 27.9 46.0 13.2 59.7 IMG 
1976 32.5 3.8 41.1 55.1 43.3 56.6 35 
и И в | | 
Plan 1978. . 69.5 46.0 ie 
Plan 1976- 
1980) cet 70.0 
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Sources and notes: As for table 4.1. 


As in other countries, there has been concern in Poland 
to improve work in construction and design. On 
1 January 1978 the ministry of construction and construc- 
tion materials introduced a new planning system for 
construction, which will place greater stress on quality 
control and keeping costs down. A new industrial 
institute of construction machinery, founded in May 1977, 
will act as co-ordinator for all design and research and 
development in the construction machinery industry, so 
that design inputs into construction itself can be expected 
to improve. An innovation in the investment plan for 
1978 is that it contains directives for 1979, and even 
some general orientations for 1980. This reflects a trend 
towards a higher degree of integration of short- and 
medium-term plans. 

In Czechoslovakia, there is currently strong emphasis 
on improving vertical and horizontal informational flows 
in investment sectors, as a condition of a higher level of 
integration of short-, medium- and long-term plans, and 
of closer relations between clients and construction 
organizations.”* Parallel with this, efforts have been 
made over the past two or three years to improve the 
quality of planning procedures. In particular, the need 
to relate the structure of investment closely to that of 
construction capacities has been emphasized. It is 
recognized that the planning and management system as 
it affects construction organizations themselves is still 
inadequate, but informational improvements are seen 
as an important factor here, especially in relation to the 
planning of зиррИез.” As in Poland, the investment 
plan for 1978 contains guidelines for the subsequent 
two years. 

Another element in the investment planning complex 
that has been receiving attention recently is that of prices. 
Lack of stability in estimate prices is seen as a major 
obstacle to effective control over the investment process, 
and the introduction, over the last two years, of so-called 
aggregated prices in civil construction has met with 
success. New wholesale prices were introduced for 
investment and construction on 1 January 1977, with the 
aim, among others, of increasing the profitability of 
finishing work, and reducing that of foundation work 
and civil construction. The need to make compensating 
changes in prices of construction and investment supplies 
has been noted. 

Various advanced organizational techniques, including 
the Zlobin system, are being developed in Czechoslovakia. 


76 See Hospoddské Noviny, No. 26, 1977, р. 8. 
77 See Hospoddfské Noviny, Мо. 24, 1977, р. 7. 


а First nine months. 


The importance of developing network analysis on a 
multi-level basis has recently been stressed,’* and this 
clearly ties in with general policy on investment planning, 
as discussed above. 


(iv) Policies on investment effectiveness 


As noted in section (i), most of the plans for 1978 
imply a lowering of the capital-output ratio, and in some 
cases specific targets for this variable are now being set. 
In Romania, for example, the supplementary programme 
for 1976-1980 has specified the lowering of the industrial 
capital-output ratio to around 0.83. Quality factors are 
receiving an increasing degree of attention in investment 
and construction, as in other spheres, and while these 
are of independent importance, they also constitute an 
important factor affecting capital-output ratio trends. 
The background to all aspects of strategy on effectiveness 
is provided by the general developments in planning 
discussed in section (iii) above, but specific aspects of 
the question are being tackled through specific policies. 


Reconstruction, modernization and expansion 
of existing capacities 


The trend is for this category of investment to account 
for a larger and larger share of total investment. In 
countries like Poland, which are in transition from the 
stage of extensive economic development, the proportion 
is still low, but it is expected to rise sharply over the 
next 20 years to around 60 per cent of industrial invest- 
ment in 1990. It is worth noting that in Poland even at 
the present time the rate of discount fixed for the ap- 
praisal of modernization and reconstruction investment 
is at a specially low rate—5 per cent, as compared to 
the standard rate of 8 per cent.” It is also worth noting 
that the figure for Polish metallurgy for 1976-1980—35.1— 
is significantly higher than the figure of 25.0 planned for 
industry as а whole.®° In an industrially mature economy 
like that of the German Democratic Republic the concept 
of reconstruction, modernization and expansion is too 
broad to be very meaningful, but the much narrower 
category of modernization and rationalization currently 
accounts for half total industrial investment. 

Bulgaria is the only country for which a systematic 
sectoral breakdown of this series is available (see text 
table above). 


78 Нозродай ке Noviny, No. 9, 1977, р. 4. 
79 Plyszewski, op. cit., p. 88. 


80 A corresponding planned figure of 18 per cent for total invest- 
ment in the socialist sector in 1978 has been published. 
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What stands out particularly from the figures for 1975 
and 1976 is the rapidly growing share of modernization 
and expansion investments in agriculture. Also of in- 
terest are the very low figures reported for the non- 
material sphere. Care has to be taken, however, in 
extrapolating these trends, because of the sharp increase 
in the general weight of modernization and expansion 
investments in 1977. Though no absolute figures for 
industrial branches are available for the Soviet Union, 
it is noteworthy that modernization and expansion in- 
vestments in engineering are to be 80 per cent higher in 
the period 1976-1980 than they were in the previous 
five-year period. 

The major advantage of reconstruction as opposed to 
new construction is that it makes it possible to raise the 
active component—machinery and equipment—in total 
investment expenditures. The figures in the last column 
of table 4.2 indicate that this component has tended to 
be proportionately rather small, though, as noted in 
section (ii), the proportion did rise in the majority of 
countries in 1976 by comparison with 1975. In the 
Soviet Union it is planned to push up the proportion 
significantly in 1978, and emphasis on reconstruction 
will clearly be an important element in the implementation 
of this aim. In this connexion, a recent piece of research 
done on the basis of material from Sverdlovsk oblast’ 
indicates that investments made on the basis of decen- 
tralized funds have tended to exhibit a higher active 
component than those made on the basis of centralized 
funds in cases of reconstruction and re-equipment, but a 
lower one in cases of construction of new enterprises. 
The data are presented in the text table below: 


Construction and assembly work as percentage of total investments 
in Sverdlovsk oblast’, 1972 


Maintenance of 


Reconstruction existing 
Construction and expansion capacities 
of new of existing in existing 
enterprises enterprises enterprises 
Total investments . . . 67.9 64.4 74.2 
(ОЕ о нова 67.5 64.4 82.2, 
Decentralized =. 2 =. 79.6 56.0 32 


Source: М. Zinov’eva, “Technical reconstruction of enterprises and improving 
the structure of investment’’, in Planovoe Khozyaistvo, No. 2, 1977, page 28. 


Interpretation of these figures is complicated by the 
uneven branch distribution of decentralized investment 
funds, which tend to play a particularly large role in 
light industry. Nevertheless, there is an indication of 
the possible importance of decentralized investment funds 
as an element in policy on reconstruction (cf. text table 
on page 138). 

There is some tendency for construction productivity 
to be lower in the implementation of reconstruction than 
in that of new construction. A problem that has been 
receiving particular attention in Bulgaria is that of 
working out a realistic set of norms for reconstruction 
work, such as would permit maximal efficiency in im- 
plementation, but would at the same time make recon- 
struction attractive to construction enterprises.*! A more 
general, but related, issue is that of creating an adequate 
infrastructure, in terms of design and construction 


81 See Ikonomicheski Zhivot, Мо. 20, 1977, р. 13; No. 34, 1977, 
p. 13; No. 48, 1977, p. 13. 
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organizations and general planning procedures, for 
reconstruction activity. One aspect of the measures 
being taken in Bulgaria to strengthen design organizations 
relates to the need for full-scale designs, produced by 
specialist organizations, for every reconstruction. In 
the Soviet Union, in accordance with the general policy 
of increasing the role of clients in designing, so-called 
technical groups within construction organizations are 
playing an active role in correcting errors in reconstruction 
designs, and bringing designers and clients together.” In 
one Soviet source it is suggested that the whole process 
of conception and implementation of reconstructions 
should be integrated through the creation of design- 
production associations (proektno-proizvodstvennoe 06”- 
edinenie).** At the over-all planning level, Gosplan has 
begun the work of analysing different types of recon- 
struction, but systematic methodological guidelines are 
still lacking. It has been suggested that Gosstroi should 
simplify the procedure for approval and confirmation of 
reconstruction designs. 


Concentration and shortening of gestation periods 


Only 25 per cent of projects operationalized in the 
Soviet Union in the period 1971-1975 were completed 
within normed time limits. Concentration has, accord- 
ingly, become one of the main objectives of the present 
five-year period. As the figures in table 4.4 indicate, 
however, 1976 did not witness an over-all improvement 
in the ratio of operationalizations to gross investment for 
any of the countries for which figures are available, 
though progress was made in some cases in particular 
sectors. In the Soviet Union, for which planned and 
actual figures for 1977 are available, the actual figure 
was slightly below the corresponding figure for 1976, and 
well below the planned figure. In Bulgaria and Poland 
the situation improved significantly in 1977, but the 
proportion remains low. In Czechoslovakia, only 80 to 
85 per cent of planned operationalized capacity was in 
fact operationalized in 1977. In general, then, and despite 
the application of policies enforcing priority on the 
completion of limited numbers of key projects, the 
situation has not improved significantly. In the region 
as a whole Hungarian experience has indicated that 
administrative intervention when projects have already 
been started may be of dubious value. Despite a pro- 
gramme over recent years of concentrating finance and 
supplies on ten key projects, over-all average gestation 
periods have not changed much,® and remain 30 to 
50 per cent longer than in other socialist countries. 


The five-year plan in Czechoslovakia envisages a 
reduction in average gestation periods of 15 to 18 per 
cent. In Bulgaria it is planned to reduce the volume of 
unfinished construction to 89.4 per cent of total invest- 
ment in 1978, while in the Byelorussian SSR a reduction 
in the value of the same proportion to 40 per cent is 
foreseen. It is clear that a major factor in the successful 
implementation of these targets will be the further im- 
plementation of the reforms in planning and finance 
discussed earlier. According to Stroibank data, 58.3 per 
cent of enterprises being constructed in the Soviet Union 
in 1974 on the basis of long-term credits were completed 


82 See Ekonomicheskaya Gazeta, No. 4, 1977, p. 9. 
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on time.® But the solution of a number of more specific 
problems may also be of importance. Intermediate 
planning bodies continue to tend to start too many 
projects. In 1977, in the Soviet Union the ministry of 
energy, with 2,701 projects in progress, started an addi- 
tional 3,512, and work was proceeding on a total of 
362 projects not in the plan.** In Poland also, ministries 
and regional governments have been criticized for lack 
of discipline in the investment field. This is one major 
reason why at any given point in time there are normally 
too many projects in simultaneous implementation. In 
1975, in the Soviet Union, the number of projects in the 
plan exceeded the optimal number by 1.7 times.*” Perhaps 
related to this, it appears that planned gestation periods 
are often much longer than normed. In ferrous metal- 
lurgy in the Ukrainian SSR, for example, the former 
averages 8.1 years, and the latter 4.5.°° It has been 
pointed out in the Soviet Union that the practice of 
allotting a planned period of 18 months to two years for 
transition to full operationality (osvoenie proektnykh 
moshchnostei) does not correspond to a technologically 


defined stage, and in practice makes precise planning of © 


gestation periods difficult.°° In Czechoslovakia, 20 per 
cent of projects completed in 1973 were not planned 
to have reached full capacity in 1977.°° 


The success of policies on gestation periods will, of 
course, also be dependent on the success of comple- 
mentary policies on other aspects of the investment pro- 
cess. It is estimated that in 1974 in the Ukrainian SSR 
48.3 per cent of cases of violation of planned completion 
dates were because of problems in equipment supply.” 
This is, indeed, part of a general issue which merits 
separate discussion. 


The organization of supply to projects 


Bulgarian data indicate that uneven tempi in the 
supply of equipment can throw into disorganization over 
50 per cent of the assembly work-force, making application 
of mechanized techniques impossible.” In the Soviet 
Union stoppages caused by supply breakdowns amount 
to 8 to 10 per cent of total work-time, and induce the 
holding of excessive stocks to the extent of 10 to 14 per 
cent.** It is estimated that supply by sets (komplektatsiya) 
can reduce the cost of construction and assembly work 
by 2 to 3 per cent. It is against this background that 
the importance of the Soviet Komplekt programme must 
be judged. Under the programme, considerable invest- 
ments are to be placed in the development of production- 
technology set units (bazy upravleniya proizvodstvenno- 
tekhnologicheskoi komplektatsii) and warehouses, while a 
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new unified system of supply norms is to be worked out 
on a computerized basis. As from the beginning of 1978, 
Gosplan will plan the production of equipment by no- 
menclature as well as by value. Under an experiment 
that has been tried out in a number of ministries, the 
task of organizing and implementing komplektatsiya 
devolves upon design organizations.” It has been pointed 
out that full implementation of an improved supply 
system will be dependent on rationalization of the 
transport system. It is estimated that at the present 
time in the Soviet Union less than half total construction 
loads are transported by the most efficient means.%* 
Standardization of containers is another question that 
has been receiving attention. 

Of special interest are the supply arrangements intro- 
duced for the construction of the KamAZ heavy vehicles 
factory. Under the Kamsnab-Gossnab USSR system, 
all territorial and branch supply organs are simply by- 
passed, and site supply organizations have direct contacts 
with Moscow. Kamsnab has the right to redistribute 
supplies between the different construction organizations 
on the site, and works together with design organizations 
on the problem of finding substitutes for scarce building 
materials. The system has permitted considerable 
economies in stocks of materials, and a 3 to 5 per cent 
economy on utilization of building materials.’ It is 
clear, however, that this is a rather special case, and that 
the principles of Kamsnab-Gossnab USSR could not be 
applied universally. 

In Czechoslovakia improvements in supply are a key 
element in the planning developments discussed earlier. 
Co-operation between designers and suppliers is now 
enforced through a law whereby designs cannot be 
approved unless technical decisions and the plan of 
organization of work have been agreed with suppliers. 
Another law stipulates that work on projects should not 
begin until protocols guaranteeing supplies have been 
signed between client and suppliers, and between main 
and subsidiary suppliers.®® 


Cost of construction and investment inputs 


Input costs depend on many factors, and the KamAZ 
experience, discussed above, indicates how improved 
organization of supply can reduce costs. But a Bulgarian 
estimate suggests that use of lighter materials may account 
for almost two-thirds of the total potential for the 
reduction of input costs under east European condi- 
tions.*° The table below shows, however, that in fact 
there has been no long-term trend in the east European 
countries and the Soviet Union for the ‘“‘material- 
intensity” of construction to fall, and that it has indeed 
tended to rise in some countries. It is against this back- 
ground that policy measures are now being formulated 
to encourage the development and use of lighter materials 
and components. In the Soviet Union Gosstroi, in co- 
operation with design organizations, is preparing new, 
progressive norms for materials utilization, though the 
date for completion of this work has in fact passed. 
Under an experiment being carried out in the Moscow 
main administration for construction materials produc- 
tion, normed net output (normativnaya chistaya produkt- 


35 See Pravda, 4 December 1977, р. 2. 
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Material-intensiveness of construction 


(т percentages) 


1960 1965 1970 1974 1975 
a ee 


Bulgaria 


eT ae Pe aie 62.0 62.3 61.0 61.2 61.8 
Czechoslovakiaw as. o% - | 46.5 47.1 51.8 54.3 55.5 
German Democratic Republic. о 164052 52.7 ERE 
Заур. са 61.2 62.8 61.0 61.2 62.3 
Poland’ Pf ajsey. 2b SO. 56225 Ol 534053: Ose 
Romania о tis ea oO hu 59:05 157.1 «567586 (60:7 
Soviet Union gar ck) a ees. Ses SRO Bike 9 Shia har See 


———— 
Source : Ikonomicheski Zhivot, No. 24, 1977, p. 13. 


‚ Note: Material-intensiveness is calculated as the share of expenditures on mate- 
rials in total construction costs. 


siya) has replaced gross output as the basic planning 
indicator, thus removing the incentive to increase material 
inputs as a way of improving plan fulfilment. As a result, 
material intensity per unit of production has dropped by 
6 per cent. As from | January 1978, the experiment was 
to be extended throughout the 84 enterprises of the main 
administration. In Hungary, at a meeting of the 
National Assembly Committee on Construction and 
Transport on 21 November 1977, it was announced that 
3.2 billion forints were to be spent on the introduction 
of light construction methods. In the German Demo- 
cratic Republic the March 1977 Plenum of the Central 
Committee of the Socialist Unity Party noted progress 
made in the introduction of light metal and pre-stressed 
concrete materials, but stressed that coefficients could 
still be improved. 


Other major ways of reducing material costs include 
improved transport and utilization of waste materials. 
It is estimated in Bulgaria that 8 to 10 per cent of cement 
and 20 per cent of glass is lost in the course of trans- 
portation.“ In Poland a technology has been evolved 
for the production of “cake concrete’’, a material as 
strong as concrete, from waste products from sulphur 
production, mixed with gravel and asphalt. 


(v) Regional and locational developments 


The territorial aspect of the investment process is 
difficult to classify in terms of effectiveness indicators. 
In some cases, locational rationalization may lead to 
improvements in incremental-capital output ratios, if 
not in the short term, at least in the medium term. In 
other cases full returns on investments can be expected 
only in the very long term. The CMEA countries have, 
however, been devoting increasing attention to all aspects 
of this dimension. 


In Bulgaria, guidelines on the solution of territorial 
problems were adopted by the Central Committee of the 
Bulgarian Communist Party in March 1977. As in other 
spheres, the approach is a complex one, with settlements 
and settlement systems as the key element. The number 
of settlement systems should be 10 to 15 times smaller 
than formerly, but the systems should be open rather 
than closed. Specialized industrial complexes will be 
created, but on the basis of a national system of standards 
on use of resources, including land and water. Some 
problems remain to be solved at the level of territorial 
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planning methodology. The existing system of planning 
by individual plant (zavodskiya metod) is inappropriate 
for planning complexes, and it appears that a dual 
system of sectoral and territorial planning is now en- 
visaged. This will make the planning process more 
costly in terms of personnel and resources, but it is 
envisaged that gains in efficiency will more than cancel 
this out.1” The general tendency here is clearly towards 
a higher degree of centralization in planning. 


In the Soviet Union, the emphasis on the development 
of complex locational planning is closely related to the 
current priority attached to the development of major 
energy and raw material sources, often in pioneering 
areas. In cases where more than one valuable raw 
material are found together—such as in the Karatau- 
Dzhambul and Pavlodar-Ekibastuz regions of Kazakh- 
stan, complex extraction is still not being systematically 
carried out.1° In Krasnoyarsk krai, one of the major 
centres of development in Siberia, significant problems 
have been encountered in the co-ordination of infra- 
structural and production investment.!* While general 
locational schemes (skhemy razmeshcheniya proizvoditel’- 
nykh sil) are worked out for regions, their influence on 
operational planning is often weak. In the Russian 
Soviet Federal Socialist Republic, for example, more 
than one-third of the industrial enterprises proposed by 
ministries for inclusion in the plan are not in the general 
schemes.'° In the case of Krasnoyarsk, a special long- 
term programme of economic development for the region 
was worked out jointly by regional and branch specialists 
for the period 1971-1980, and substantial successes have 
been recorded in its implementation, despite the problems 
mentioned above. But the need to give such programmes 
greater weight by centralizing their implementation at 
the level of Gosplan itself has been expressed by those 
involved in the implementation of the programme.!* 


An important element in the development of a complex 
approach to territorial planning is the centralization of 
the function of client. On 1 January 1978 a new set of 
regulations covering relations between a single client 
(edinyi zakazchik) for housing and amenity construction 
and other enterprises and organizations came into force 
in the Soviet Union. The single client in this case is usually 
the capital construction unit (upravlenie kapital’nym 
stroitel’stvom) of the local government, and the value of 
this rationalization, e.g. in facilitating the introduction 
of continuous planning, has been по{е4.1°? The system 
has been widely, though not universally, introduced for 
housing and amenity construction. It has been used 
successfully on an experimental basis in the context of 
industrial complexes,!* but is still not generally applied 
in this field. 


In Poland, following on the formation, in 1975, of 
eight new planning macro-regions, a programme for the 
spatial development of the country in the period up to 
1990 has been approved in initial draft form. As far as 


102 Tkonomicheski Zhivot, No. 35, 1977, р. 3. 
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104 See Pravda, 7 January 1977, p. 2. 

105 М. Zenchenko, “Increasing the effectiveness of territorial 
planning”, in Planovoe Khozyaistvo, No. 7, 1977, p. 61. 
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industrial development is concerned, the principle of 
“moderate polycentric concentration” is to be followed, 
with emphasis on rational land use, and the protection 
of the productive and amenity value of the countryside. 
Special regions have been singled out for the develop- 
ment of extractive industries, and 16 per cent of the 
area of the country has been set aside for tourism and 
recreation.}° 


_In Hungary, the problem of industrial over-concentra- 
tion and pollution in Budapest has been receiving atten- 
tion. Over the next 15 years almost 500 metallurgical and 
engineering enterprises will be resited away from the 
capital. In the future only services industries will be 
encouraged to develop, though old-established engineer- 
ing plants will be permitted to stay, subject to work- 
force cuts. 


(vi) Sectoral trends in gross fixed capital formation 


In no country was there a radical shift in the share of 
total investment going to the material sphere in 1976 by 
comparison with 1975 (table 4.5). Three countries showed 
small decreases and four small increases. Of the main 
sectors of the material sphere, agriculture was charac- 
terized by mixed trends, with the share rising somewhat 
in Poland, Romania and the Soviet Union. There was 
a general trend for the share of industry in total invest- 
ment to rise, the only significant exception being in the 
case of Romania. Trends in construction and transport 
were again mixed. 


Turning to the distribution of investment by industrial 
sector (table 4.6), it is noteworthy that the share going 
to fuel increased over the period 1975-76 in all countries 
for which figures are available except Poland. For 
electric power, on the other hand, the picture is varied. 
The general trend for metallurgy was upwards, but for 
engineering three countries showed an increase and three 
a decrease. Trends were more pronounced, though still 
mixed, in the case of chemicals. Three countries showed 
a sharp increase and two a significant decrease. The share 
going to building materials decreased somewhat in the 
majority of countries. The general trend in light industrial 
branches was downwards, with the significant exceptions 
of light industry proper in Romania and food processing 
in the German Democratic Republic. Despite the fact 
that 1975 was the end of a quinquennium and 1976 the 
beginning of another, then, there were few radical shifts 
in allocation patterns in the material sphere 1975/76. 


Actual and planned figures for 1977 and 1978 respec- 
tively are not systematically available, but those that have 
been published point to certain key trends in the current 
period. In the German Democratic Republic the pro- 
portion of total investment going to industry is being 
pushed up steadily, while in Romania it is planned to 
rise sharply in 1978. In both Hungary and Romania 
there is a tendency for the share going to agriculture to 
decrease somewhat. Within industry, the proportion of 
total investment going to metallurgy rose sharply in the 
German Democratic Republic in 1977, while the shares 
of light industry and food processing fell somewhat. In 
Romania a dramatic increase in the share of chemicals 
in industrial investment is planned for 1978, and this 


109 See В. Grabowiecki, “Spatial planning and the protection and 
development of the natural environment”, in Oeconomica Polona, 
No. 1, 1977. 


must be one of the factors lying behind the increase in 
the over-all share of industry. In Poland 1977 witnessed 
an increase in the share of total investment going to 
agriculture, and a decrease in the share going to industry. 
The level of investment in the material sphere in that 
country is to fall by 4 per cent in 1978. 


Other contemporary trends can be illustrated by less 
precise pieces of quantitative information, and by news 
on operationalizations. In Czechoslovakia, the strained 
power supply situation continues to be a major focus of 
attention, with investments in fuel and energy to be 
respectively 8.9 and 15.7 per cent higher than the cor- 
responding planned levels for 1977. The first generator 
of the Jaslovske Bohunice nuclear power station is to go 
into production this year, and full-scale work on construc- 
tion of the Dukovany nuclear power station is now to 
start. In the Soviet Union also, the heavy emphasis on 
energy and fuel continues, as implementation of a number 
of major power projects proceeds. The Ust’-Ilimsk HES 
was completed in 1977, and the 1978 plan foresees the 
commissioning of the first aggregate of the Sayan- 
Shushen HES. A number of new oil and gas pipelines 
are to go into operation in Western Siberia, and new 
coal-mining capacities are to be opened up, particularly 
in Kazakhstan. The 1978 plan envisages some reallocation 
of investment resources towards oil, gas, rail transport 
and heavy electrical engineering, in terms of the propor- 
tions originally laid down in the five-year plan. 


In Poland a number of major metallurgical capacities 
were completed in 1977. The medium-section rolling mill 
at Katowice, the biggest in the world, went into operation 
at the beginning of October, and the Glogow-II copper 
works went into full operation in December. Agriculture 
is assuming increasing importance, with a reallocation 
of investment funds towards the sector in the course of 
1977, and investment in agriculture and food processing 
now running at around 20 per cent of total investment. 
But implementation of agricultural plans will be dependent 
on a strengthening of the construction base in the country- 
side. Industrial construction enterprises are now helping 
their rural counterparts, but the technological gap be- 
tween the two is estimated at around 15 years.™° Invest- 
ment funds were also reallocated towards power and 
raw materials sectors during 1977. Transport develop- 
ment continues to be a priority in Poland, with over 
19 billion zlotys allocated for port development over the 
period 1976-1980, but the proportion of total investment 
going to the sector will in fact drop in 1978. 


In Hungary too, transport has been a focus of attention, 
with the completion of the pipeline from Leninvaros to 
the Soviet frontier, and the start of work on the Hungarian 
section of the European North-South motorway in 1977. 
Other priorities include metallurgy, particularly alumin- 
ium production, where investment will be 2.1 billion 
forints more in 1978 than it was in 1977, and chemicals, 
in which 12 billion forints will be invested this year. 
In Hungary, as in Poland and the Soviet Union, 1977 
witnessed certain adjustments to planned investment 
allocations. An extra 4 billion forints has been made 
available to the construction industry, mainly in the form 
of loans, to make up for planned increases in manpower 
that have not materialized. The extra funds will be 
largely channelled into enterprises working in infra- 
structural construction. 


10 Zycie Gospodarcze, 10 July 1977, р. 6. 
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In Bulgaria, in accordance with five-year plan objectives, 
the emphasis continues to be on power, chemicals, 
metallurgy and engineering. A third metallurgical centre 
is now planned, and a number of new energy capacities 
were commissioned at the end of 1977, or are planned 
for commissioning in 1978. 
been affected by the need to reconstruct after last year’s 
earthquake, but 535 capacities, including 491 industrial, 
‘were fully or partially operationalized in 1977. A new 
coking battery was put into operation at the Galati 
steelworks four months ahead of schedule, in April 1977. 
In Albania there has been a clear emphasis on heavy 
industry in 1977, The engineering industry over-fulfilled 
its plan for the first ten months, and a number of new 
capacities have been introduced, or are under construction, 
at the Elbasan metallurgical combine. In 1978, the 
first turbine of the Fierza HES is to go into operation, 
and construction of the Koman HES is to begin. The 
Prenjas—Guri i Киа Railway is also to go into service 
this year. 


A sector which is attaining increasing importance in 
investment terms is that of irrigation, drainage, and 
water supply and purification. In the majority of coun- 
tries separate statistics for investment in this sector are 
not published, but in Hungary, the share of total invest- 
ments going to the sector was 5.3 per cent in 1975 and 
5.6 per cent in 1976. For 1977 the planned figure was 5.8. 
There is a 15-year development plan for the sector, and 
ten times as much reservoir capacity is to be built in the 
current five-year period as was built in the last. But 
the volume of polluted water continues to grow, and the 
supply of clean water to rural areas will remain a prob- 
lem even after 1980. In Romania a long-term programme 
on water conservancy envisages the expenditure of about 
1,000 billion lei over a thirty-year period. In Poland, 
irrigation, drainage, and water supply and purification 
form a key element in the draft programme for spatial 
development. 

The share of total investment going to the non-material 
sphere rose in three countries and fell in four in 1976 by 
comparison with 1975. Little information on 1977 or 
planned trends for 1978 is available, but in the German 
Democratic Republic the share of total investment going 
to the non-material sphere, and within that the share 
going to education, health, etc., increased in 1977. In- 
vestment into health and social services rose by 13 per 
cent. Vigorous growth in non-material sphere investments 
is expected to continue in 1978. 


In Poland, the share of non-material sphere investments 
rose by about one percentage point in 1977, mainly on 
account of an increase in the share of housing. Invest- 
ments in the health sector are to be 9 per cent greater in 
1978 than they were in 1977. It should be noted that the 
apparent upward trend planned for Hungary appears to 
be only a reflection of changes in statistical practice. 


Within the non-material sphere, housing continues to 
be the main focus of attention in a number of east 
European countries (see tables 4.5 and 5.5). In Hungary 
and Czechoslovakia, the housing effort is now levelling 
off, though it remains at a high absolute level. In Bulgaria, 
Poland and Romania, the upward trend continues. It 
should be noted, however, that in all three of those 
countries the plan for 1977 was under-fulfilled. In 
Romania the extent of under-fulfilment was very con-. 
siderable, but this is clearly related to the aftermath of 
the earthquake. In the Soviet Union, the plan for 1977 


In Romania, trends have . 


was slightly under-fulfilled, but housing conditions for 
around 11 million people were improved. The plan for 
1978 envisages construction of the same number of homes 
as were built in 1977, but the volume of housing built 
from state funds is planned to reach a level higher than 
that foreseen for 1978 by the five-year plan. 


In Poland, housing benefited from the planning re- 
allocations of 1977, with additional funds of 10 billion 
zlotys being made available for investment. In Warsaw 
and Silesia alone, 1.5 billion zlotys were switched from 
industrial to housing investment. As much as 10 per cent 
of total industrial construction capacity has been switched 
to housing construction. The policy of moving industrial 
construction enterprises into housing construction does 
not, however, appear to have been completely successful, 
partly indeed, because of continuing difficulties with 
materials supply, but also because housing remains un- 
attractive to enterprises from the point of view of fulfilling 
plan indicators.1 It should be noted that, while around 
275,000 homes were built in 1977, only 230,600 were 
handed over for occupation. This partly reflects difficulties 
in the organization of finishing work, and one of the 
major reasons for the small number of homes completed 
in the first half of 1977 was the need to clear a very large 
backlog of finishing work inherited from 1976. Despite 
a tendency to pass as completed buildings which are not 
yet habitable, however, the average construction period 
—13.8 months—remains excessive, and 43 per cent of 
buildings are not completed on time, though it should 
be noted that 31 per cent are completed ahead of time.1? 
This last figure indicates considerable possibilities for 
speeding up the average length of the cycle. Investment 
in housing is to rise by 12.6 per cent in 1978 by comparison 
with 1977. 


As can be seen from table 5.5, trends in individual 
house-building are mixed. In Czechoslovakia this sector 
is continuing to expand, despite the general levelling off 
in housing construction. In the German Democratic 
Republic the number of individual houses constructed 
each year is practically stationary, while in Romania it 
is dropping. In Hungary also, there is some tendency 
for the number to drop, and this trend is planned to 
continue in 1978. Financial provisions for home owner- 
ship do, however, remain favourable in the German 
Democratic Republic and Hungary. In the former 
country savings banks and the Agriculture Bank have 
extended credits of 3.4 billion marks for owner-occupied 
housing, including 725 million marks in 1977 alone. On 
1 January 1978, the Hungarian government raised the 
ceiling on loans for home construction and purchase by 
20,000 forints to offset price rises. A recent survey 
indicated that 28 per cent of savers with the Hungarian 
National Savings Bank are saving to build or buy a home. 
But it is in Poland that the individual family house is a 
major element in housing strategy. It is, in fact, seen 
in that country as the basic form of housing for villages 
and small towns, and of the 382,000 individual homes 
to be built in 1976-1980, 187,000 are to be in the country- 
side. Problems that remain to be solved in this field 
include excessive gestation periods, which tie up scarce 
building materials, and financial arrangements.¥* The 
difficulties posed by the need to allocate materials and 


111 See Zycie Gospodarcze, 14 August 1977, р. 5; 2 October 1977, 
pp. 1-3. 

113 Zycie Gospodarcze, 28 August 1977, р. 5. 

118 See Zycie Gospodarcze, 20 November 1977, p. 9. 
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skilled manpower to a sector which is only partially 
planned has also been receiving attention. 

The German Democratic Republic is the only country 
in the area which systematically publishes plan figures 
for modernization of existing residential buildings (see 
foot-note Б to table 5.5), but the question of optimal 
policy with respect to existing capital stock in the sector 
has also been receiving attention in Bulgaria, where 


30,000 dwellings are to be modernized during the period 
1976-1980. It is estimated that in Bulgaria there are 
121,000 unoccupied residential buildings, including 54,000 
blocks of Йа“ and this clearly represents a major 
reserve potential for the housing programme in that 
country. 


14 Tkonomicheski Zhivot, No. 20, 1977, р. 13. 


5. CONSUMERS’ INCOMES AND SUPPLIES 


(i) Incomes and income policies 


The implementation of the income policies of the five- 
year plans continued in 1977. Real income of the popula- 
tion increased by 3.5 per cent in the Soviet Union, broadly 
in line with the previous year’s figure and with the plan 
(table 5.1). There was an acceleration in the rate of 
increase in the German Democratic Republic and in 
Hungary. In Hungary the acceleration to a rate of increase 
of 4.5-5.5 per cent came after a modest increase in the 
preceding year, but in the German Democratic Republic 
it meant a continuation of the trend of previous years. 
In line with current policy objectives, there was a decel- 
eration in the rate of increase of real incomes in Poland, 
though the rise of about 6 per cent seems to have been 
above the planned level. 


Rates of growth of money income in 1977 on the whole 
continued the trend of previous years. As in the past, 
increases in money income were larger in countries where 
consumer prices had been rising than in countries with 
stable consumer prices. Thus an increase of about 
10-12 per cent in Hungary and Poland compared with 
a figure of around 5 per cent for Czechoslovakia and the 
German Democratic Republic (probably also for the 
Soviet Union) (table 5.2). In the majority of countries 
the rate of increase of social transfer payments and, in a 
few cases (Hungary and probably also in Poland), of 
agricultural incomes, was greater than that of total money 
incomes. The accentuated rise in agricultural incomes in 
Hungary was closely related to the over-all performance 
of the agricultural sector. 


In 1977 nominal wages and salaries, like total money 
income, expanded quite fast in Hungary and Poland 
(7-7.5 per cent), but less fast in the other countries 
(2-4 per cent). Over-all productivity increases were 
either about the same as, or slightly greater than, nominal 
wage and salary increases. Poland is, however, an excep- 
tion here. 

Changes or modifications in the wage systems in Bulga- 
ria and Romania aimed at a better utilization of the 


incentive role of wages. There has been a clear tendency 
in the recent period towards intensification of the collec- 
tive nature of labour (especially in relation to bonus 
systems). Increases in shift supplements in Hungary and 
in the Soviet Union, and cuts in the working day and 
additional holidays for shift-workers in the German 
Democratic Republic have aimed at providing incentives 
for better utilization of fixed assets. Modifications in the 
remuneration system in Romania should produce a ratio 
of 1:5 between the lowest and highest brackets. The 
further improvement of the wage-rate system in the Soviet 
Union corrects inconsistencies in the pay of personnel 
doing the same job in different sectors of the economy 
(material and non-material spheres). Increases in remu- 
neration covering a large proportion of those employed 
in the non-material sphere in Hungary and in the 
Soviet Union have further closed the “‘scissors” between 
production and non-production branches, thus contrib- 
uting to more effective manpower management. 


To reduce differences between incomes of members 
of farming co-operatives and those of other workers, 
income policies in the Soviet Union continue to provide 
for larger income increases for agricultural than for 
industrial earners. Further measures to bring the social 
benefits of members of farming co-operatives closer to, 
or to the same level as those of state employees were also 
taken. Within this framework comprehensive pension 
systems for farmers were established in Poland and 
Romania, while in Bulgaria old-age pensions for agri- 
cultural workers, which had been at a low level, were 
increased. 


As in the previous year, payments and benefits from 
social funds 15 were an important supplement to incomes 


115 These are formed on the basis of contributions from state 
budgets as well as from enterprises. They subsidize free medical 
care, free education and training to improve workers’ skills. They 
also serve to finance pensions, family allowances, student grants, 
organized holidays, etc. Contributions from social funds account 
in some cases (Czechoslovakia, Soviet Union) for one-third of the 
total incomes of the population. 


Average monthly nominal wages 


i СС /У/З—ЗЗ)ЗЗ_З—ААА—А—/—/—АА/Ч/—З а 
Average monthly 

wages and salaries 

in national currency 


Annual percentage change 


units Plan 

1977 1975 1976 1977 1978 
ee ee ee ee НЕЕ ЕЕ 
Вора с. со. 151 2.8 1.4 2.0 
Czechoslovakia ле... 5 2 «= 2 447 3.2 2.8 3.5 
German Democratic Republic... . 956 3.4 3.5 3.9 ae 
Нова 5 og 5 oe eo o ot OS 3 440 6.5 4.7 7.5 7.0 
Е в ое ees ed oon 4 384 11.8 8.8 7.1 2.8 
Romania... И Lee. 1 9644 9.0 8.3 ЕЕ ae 
SovietsUnion) . сои. ео 155 3.3 3.8 РЗ A 


_ роз 
Sources; National statistics, plans and plan-fulfilment reports, CMEA Yearbooks. 
в 1976. 
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in 1977. An increase of 8 per cent in the case of the 
German Democratic Republic, and of about 5 per cent 
in Bulgaria, Czechoslovakia and the Soviet Union, was 
reported in payments and services of this kind. The main 
source of social funds is the state budget. On average 
for 1971-1975 this expenditure accounted for about 
34 per cent of total state budget expenditure, with the 
range extending from 26 per cent in Romania to 43 per 
cent in Czechoslovakia. 


Increasing payments from social funds also played an 
important role in improving income distribution in 1977. 
Relevant measures included improvements in pension 
schemes (Poland, Romania and the Soviet Union), and 
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Budgetary expenditure for social and cultural purposes 
(In percentages of total state budget expenditure) 


1971-1975 1976 
Bulgarian о 0 onto casas omnes 32.1 35.9 
Czechoslovakia’. «0 3 ие, 43.1 42.0 
German Democratic Republic ..... 36.8 35.4 
Hungary би Bate Fen 29.4 32.1 
Polasid 24, 09 WO, Ка. 8 EA 33.9 oe 
Romania} SWOT. oles. te) CE ieee С: 26.2 23.4 
Soviet. Чоп Sos Sale 2-1bey Sir 36.3 35.6 


— р о  ———3—<3ж3—<——————————————_—ддд 


Sources; National statistics, state budget documents. 
в Including pension fund expenditure. 


TABLE 5.1 


Real income and real wages 


(Annual percentage change) 


Real income per 


Real wages per Realincome per Real wages per 


head of рорша- wage- or salary- head of рорша- wage- or salary- 
Period tion earner — tion earner 
Bulgaria Romania 

рн ВЕС 5.6 1.9 55) 6.9 
Об ee а Е Ия. 4.4 2 8.7 6.2 
Е О р koe ose. 4.5 a 5.9-6.3 $ 
LOT TPTRRB I, НИЛ. ЕЛИ + 2.0 5.7 
Plansl978 Sarees зо. ЗО 3.6 of wid 7) 
Plant 1976-19802 Е и ele 35) 3.1 а 6.2-7.0 5.510. 

Czechoslovakia Soviet Union 

с 
И се ро Dall 2.6 4.5 4.4 
ба tise ae sien sy еее 558 2.0 3.7 5 
Е СИ О есь 2.1 & 3.8 2.04 
LOT ESOS ABOU QE 5 354 3.5 2.1.8 
Plan 197 Srramercr.te, ое 9. dé 3.0 2.2)% 
ink TEENY 5 5 5 6 6 6 9 8 8 2.5-2.8 а 3.9 3:28 


German Democratic Republic 


Byelorussian SSR 


О tage Sed ge ane aaah 4.1 3.2 5.0 82 
ТО: дали неф сриаЯ 4.5 3.5 4.0 7.0 
РАО Таир бе ‹ 26 ыы 3.9 5.4 
1977. сес See ee ees 555% 3.9 4.0 2.6 
Plan. 9. eA 3.4 2.8 
21201 1976- 930 meee ree ee 3.9-4.2 4.0 4.1 
Hungary Ukrainian SSR 
a 
1975. en ne ee _ 4.1 3.8 2.6 4.0 
197 OMS Me ees ae cele Lew, 0.8 0.1 4.0 4.7 
Ра cme eae oe 3.5-4.0 2.5-3.0 B25) 2.8 
О GR ak space eee ee eee | 4.5 3.5 3.0 2.4 
РАО о =. 3.0-3.2 2.8-3.0 3.0 1.5 
21511976930. 3.4-3.7 2.7-3.0 3.5 2.8 
Poland 


Sources: National statistics, plans and plan-fulfilment reports. 
а Average nominal wages. 


> According to the supplementary programme. The original figure was 3.4-4.1. per cent. 
© Money income in real terms. 
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increases in minimum and low-level pensions, family 
allowances, health and maternity benefits, etc. In 1976 
between 38 to 55 per cent of the social fund was devoted 
to pensions and grants (the biggest item of the social 
fund), and in Bulgaria, Czechoslovakia, the German 
Democratic Republic, Hungary and the Soviet Union, 
between 18 and 22 per cent of the population were 
receiving some form of retirement benefit.12¢ 


In the Soviet Union the introduction of the statutory 
minimum monthly wage of 70 roubles in all sectors 
(material and non-material spheres) and in all regions, 
was completed in 1977. The programme for increasing 


Relative numbers of pensioners and levels of pension payments 


Pensioners as 
percentage of total 


Pension fund as 
percentage of total 


population social fund 

1970 1976 1970 1976 
Bulgariase as) f+ cvs «eee. 19.6 7 2 52.3 49.2 
G@zechoslovakia в, с eae Pdi 94 21.8 57.6 54.5 
German Democratic Republic 21.6 22.4 44.2 42.1 
FUN Gary PI on ee eek 14.1 177 44.9 53.0 
Polandige, о: ede 9.9 39.2 39.7 
Soviet Union "zien 2 17.0 17.9 34.9 37.5 


Source: CMEA Statistical Yearbook 1977. 


126 The corresponding share in Poland was 10 per cent. This 
comparatively low figure can be explained by the fact that individual 
plots have a dominating role in Polish agriculture. In addition, 
the age structure is relatively younger in Poland than in the other 
countries. 


payments in middle-range wage categories in the non- 
material sectors, which started in December 1976, was 
continuing in 1977. Four million out of a total of 31 mil- 
lion have now received wage rises of an average of 18 per 
cent. This first group of beneficiaries were those working 
in the Far North and in areas in the European North, the 
Far East and Siberia. The 9 million personnel involved 
in the second stage (implemented in December 1977) 
work in the Urals, Kazakhstan, Central Asia, and the 
Volga-Vyatka and Volga regions. State outlays on these 
increases amount to over 7 billion roubles per year. As a 
rule, new wage and salary rates for personnel in the 
services sphere have been established at the level of wage 
and salary rates for production-sphere personnel with 
comparable jobs and working conditions. Additional 
measures have been taken to encourage personnel 
working in non-material sectors to improve their quali- 
fications. The practice of increasing salaries for those who 
pass skill-certification examinations has been extended to 
nurses, laboratory assistants, and pharmacists with 
specialized secondary education. In the non-material 
sphere, premia of up to 30 per cent of the base wage 
(salary) of manual workers, engineering and technical 
personnel and other specialists have now been estab- 
lished.11” 


In order to increase the effectiveness of incentives, it 
has been decided that quarterly bonuses will be paid in 
full only in cases where basic performance levels have been 
met every month. If this is not the case, bonuses for the 
quarter will be reduced by 50 per cent.4* In addition, 


117 Izvestiya, 30 December 1976. 
118 Pravda, 18 August 1977. 


TABLE 5.2 


Money income 


(Annual percentage change) 


a 


Total Wage and Income 


Pensions and social 
benefits 


Pensions and social 
Total Wage and Income neni 


money wage-like from money wage-like from 
Period income income agriculture Total Pensions income income agriculture Total РЕ 
Bulgaria Hungary 
ИР 2 ин 5.9 6.1 6.2 6.6 9.7 9.3 9.1 4.6 17.6 16.3 
Об и, 7.6 3 5.4 7.6 6.1 5.6 —0.6 13.8 19.1 
iy В iss 10.3 > 9.8 
Czechoslovakia Poland 

ae See Ao: 87 4.4 —0.1 3.9 3.0 13.5 14.2 5.0 22.0 19.2 
ee лс 4.9 4.0 —1.1 8.7 12.9 12.1 10.6 21.7 15.6 16.6 
Оо Е: 4.1 4.0 Е Е 6.3 6.1 721 11230 4159 
ое” АЕ. т: 4.6 4.8 Ae 3.6 222 8.0 it ar 22.8 
Plan 978% . 12. т 4.1 bis Sic i 6.6 4.1 1S) 22.0 24.0 
Plan 1976-1980 .... 7.6 

German Democratic Republic Soviet Union 

о re. eee 4.0 9.5 as 5.6 0.5 6.3 5.8 —2.3 6.8 10.9 
и BNe , hos 4.4 4.6 1.9 5.9 5.8 6.0 79 8.2 
РВ 9 410 т 4.7 4.2 4.7 5.9 69 
TCH Altos eect each РО 5.4 4.7 12.5 мы 1% 
Plan 1978 = пон 4.0 a a He 
Plan 1976-1980 .... 4.0 kK 


a Е ппппппппио 


Sources: Аз for table 5.1. 


Note : Figures are for gross income, except for the German Democratic Republic, Hungary and Poland, for which they are for net income. 
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full payment of bonuses will now be dependent on the 
enterprise meeting its obligations for deliveries in the 
assortment specified in contracts. 


Shift supplements for night work were increased in 
1977, for foremen of industrial enterprises and building 
organizations as well as for workers employed on rail- 
ways and undergrounds. 

In 1978, non-material sphere pay increases will continue 
to be extended in geographical coverage in the Soviet 
Union. Wages in some material-sphere sectors and 
branches, such as ferrous and non-ferrous metallurgy, 
the textiles industry, construction, and agriculture, are 
also to be increased. Within the framework of the 
comprehensive programme for further improving health 
services,"’® expenditure quotas for food and medicines in 
health establishments, and in hostels for the disabled and 
the aged, will be increased. Additional benefits for 
collective farm pensioners and for some other categories 
will also be introduced. It is envisaged that grants for 
students at vocational and technical colleges will be raised, 
and textbooks in the lower grades of general education 
are now to be free of charge. 


To intensify the stimulative character of wages, an 
efficiency-promoting wage-system is being introduced in 
Bulgaria. Under the new system, increases in the wage 
fund are related to increases in productivity, implemen- 
tation of plans for new technology, timely operational- 
ization of new capacities, the fulfilment of quality 
requirements, and savings in consumption of raw mate- 
rials and energy. At the same time, the regulations make 
provisions for the reduction of the wage fund in cases 
where the plan target for productivity is not met. 


On 1 June 1977 the pensions of 750,000 retired co- 
operative farmers (44 per cent of the total number of 
pensioners under 70 years of age) were increased as part 
of the programme for removing differences in social 
insurance provisions between co-operative farmers and 
wage- and salary-earners.!”° Disability pensions have also 
been increased. 


It has been reported that in Czechoslovakia the relation- 
ship between work done and earnings became closer in 
1977. Wages and salaries grew faster in industry than in 
other sectors (4 per cent, against an annual national 
average of 3.5 per cent). Within industry the highest 
level of increases was in engineeering. 


In 1977 the introduction of new wage rates for 600,000 
production workers, aimed at increasing the share of 
basic wages in total earnings, continued in the German 
Democratic Republic. The 40-hour working week has 
been introduced for about 600,000 workers doing three- 
shift work, and the 42-hour working week for a further 
600,000 two-shift workers. The 40-hour working week 
has also been introduced for 300,000 mothers with two 
children who work full-time. An additional three days 
paid leave per year has been introduced for all shift- 
workers (1.2 million), and an extra 12 days for single 
working women above 40 years of age in full-time jobs. 
Hitherto this was granted only to women (of all ages) 
with families. Extended maternity leave (from 18 to 


13 A resolution was adopted in October 1977 “оп measures for 
the further improvement of public health”. See Pravda, 15 October 
1977. 


129 Since July 1975 co-operative farmers have received pensions 
at the rates and under the regulations applicable to wage- and 
salary-earners. Similar regulations came into force in Czecho- 
slovakia on 1 January 1976, 
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26 weeks) was granted to 186,000 mothers in 1977, and 
paid leave of one year after the birth of the second or 
succeeding child to 90,000 mothers. 


In Hungary, wages and salaries and shift supplements 
affecting about 1.2 million employees, including nearly 
1 million manual workers, were increased in the course 
of 1977. With the aim of ensuring more effective man- 
power management, and providing incentives to use 
fixed assets on a multi-shift basis, an increase of 20 per 
cent for afternoon shifts, and one of 40 per cent for 
night shifts was introduced for manual workers and 
others working in industry, retail food trade and catering 
as from 1 July 1977. Manual workers’ wages in the power 
and clothing industries were raised on 1 July by 4 per cent, 
over and above any extra shift pay. There was an average 
pay rise of about 18 per cent for teachers, and one ranging 
between 10 and 20 per cent for cultural and health 
personnel. 


A decision has been taken that the lower wage limits 
of the new tariff (introduced 1 January 1975) have to be 
reached before 1 April 1979. This tariff is designed to 
reduce differences between the highest and lowest basic 
wage rates from 60-70 per cent to some 30 per cent. A 
parallel system covering workers’ hours and wages in 
co-operative farms has also been established. 


The system of social security was further expanded in 
coverage and scope during 1977. As from 1 January 1977 
those with dependents received 90 rather than 80 per cent 
of total sickness allowance, and those without dependents 
70 rather than 50 per cent. Pensions automatically 
increase by 2 per cent annually in Hungary, subject to 
a minimum absolute level of increase which was raised 
on 1 January 1978 from 50 to 70 forints. (In the case of 
minimum pensions this will mean about an 8 per cent 
increase.) 


The statutory minimum monthly wage has been т- 
creased in Poland from 1,200 to 1,400 zlotys as from 
1 May 1977. On the same day pensions were raised for 
2.5 million persons (more than 70 per cent of the total 
number of pensioners). Details concerning the compre- 
hensive pension system for farmers were made public 
in the course of the year. Old age pensions are to be 
granted from the middle of 1980 to farm owners over the 
age of 65 (men) and 60 (women), after they pass their 
farm over to their heirs or to the state. The amount of 
the pension will depend on the volume of procurements 
delivered by the farmers to the state, with a minimum 
pension of 1,500 zlotys per month. Material aid for 
higher school students has been increased as from Octo- 
ber. The upper income limit for eligibility for standard 
grants has been raised by 400 zlotys, while the basic 
grant has been raised to 1,600 zlotys per month. 


In Romania, the supplementary programme adopted in 
December 1977 included increases in the basic indicators 
relating to standard of living. An additional 40 billion 
lei have been earmarked for wage increases for the 
period 1977-1980. This means that real wages are to 
increase by 32 per cent instead of the originally planned 


11 А child-care allowance was introduced some time ago in 
Czechoslovakia and Hungary. It is paid to mothers who stop 
work in order to care for their children at home (up to two years 
of age in Czechoslovakia and three years in Hungary). 


12This directly affects 0.2 per cent of the total labour force. 


123 Since 1974 elderly farmers unable to run their farms have 
been able to apply for a pension in exchange for the transfer of 
their land to the state. 
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22 per cent during the present five-year plan period. 
The programme is to be carried out in two stages, the 
first ending in September 1978 and the second starting 
in February 1979. Last year saw the implementation of 
the first stage in twelve key sectors.* The main feature 
of the programme is a more marked growth in direct 
income, primarily through higher remuneration. Parallel 
with rising wages, changes have been made in differentials 
between the production branches. New scales have been 
established, putting some branches onto a higher level.1* 
The measures take into account the need to give incentives 
to workers to raise their level of skill. There have been 
some changes in the remuneration system in agriculture. 
The basic principle is that the individual’s income should 
depend on the achievements of the team. 


Changes have been made in the pension law. The new 
system adopted guarantees social insurance pensions of 
up to 80 per cent of remuneration on retirement, to which 
additional amounts can be added. Pensions for state 
employees are to be increased in two stages by 23 per cent, 
compared with the 16-18 per cent initially envisaged for 
the current five-year period. The pensions of co-operative 
peasants have also been increased. The pension system 
is to be made uniform for agricultural co-operatives, and 
the same type of social insurance benefits as for state 
sector employees will be provided. As from 1 January 
1978 a system of pensions for private peasants in moun- 
tainous regions is to be introduced. Family allowances 
were increased by 30 per cent on 1 September 1977. The 
special allowance for mothers with several children was 
raised by 150-200 lei per month. 


The reduction of the working week from 48 hours to 
44 hours was postponed till 1978 owing to the earth- 
quake. The reduction is to come into force first in areas 
where there is a high proportion of working women, or 
where working conditions are difficult. 


(ii) Consumer price policies 


The consumer price policies followed by the Soviet 
Union and the east European countries in 1977 were 
characterized, as in the preceding year, by stability, price 
adjustments remaining within planned limits. There was, 
however, greater flexibility in both directions in price 
policies than in the previous year. Despite this, consumer 
price levels remained under general control in all coun- 
tries, and the income effects of consumer price adjustments 
were mitigated by increases in wages and salaries and by 
social transfers payments. The over-all consumer price 
index showed practically no change in the German 
Democratic Republic and in the Soviet Union. The 
increase was 0.5 per cent in Romania and about 1 per 
cent in Czechoslovakia,’ around 2-2.5 per cent in 
Bulgaria, about 4 per cent in Hungary and 4.7 per cent 
in Poland (table 5.3). As in the past, state subsidies 


124 Miners and workers in the machine-building and metal- 
cutting industries received increased wages as from 1 August. 
On 1 October wages were increased by 24 per cent in the non- 
ferrous metallurgical industry and by 19 per cent in the abrasives 
and graphite industries. As from 1 November personnel in the 
chemicals industry, scientific research, technological engineering etc. 
received increased remuneration. 

125 [4 has been reported that a new qualification grade system 
is now under discussion. The new system will consist of seven or 
eight grades rather than the existing six or seven. 

126 Czechoslovak Economic Digest (Prague), No. 8, December 1977, 
p. 55. 


played an important role in the maintenance of price 
stability. In 1977 subsidies on consumer goods amounted 
to 9 per cent of national income in the German Demo- 
cratic Republic, and food subsidies to 7 per cent in Poland. 
To keep milk and meat prices stable 19 billion roubles, 
amounting to 5 per cent of national income, were spent 


‚ on subsidies, and another 5 billion roubles on the oper- 


ation of housing and municipal services in the Soviet 
Union in 1975. It is reported that without state subsidies 
food prices in the German Democratic Republic would be 
almost 28 per cent higher than they are, and that fares 
paid by passengers cover only 30 per cent of real costs. 
In Czechoslovakia, for every 100 crowns spent on food 
by citizens, the State contributes an additional 25 crowns 
in subsidies.” In the Soviet Union the cost of production 
and distribution of best quality beef is 3 roubles 50 kopeks 
a kilogram, compared with a retail price of 2 roubles. 
For butter the cost per kilogram is over 5 roubles, as 
against a retail price of 3 roubles 60 КореК$.128 


In accordance with the five-year plan guidelines, some 
price adjustments, mainly reductions, took effect in the 
Soviet Union from 1977. The price of basic necessities 
and the over-all cost of living remains unchanged. Price 
reduction of 5 to 25 per cent covered a wide variety of 
products. Retail prices were reduced for certain types of 
knitwear, stockings, women’s footwear, a number of 
models of refrigerators, radios, tape recorders, television 
sets, vacuum cleaners, electric razors, as well as some 
musical instruments and other articles. To eliminate loss- 
making and to improve services for the population, taxi 
fares were doubled, and air transportation fares were in- 
creased by an average of 20 per cent as from 1 April 1977.12 


In 1977 there was an estimated 2-2.5 per cent increase 
in consumer prices in Bulgaria, owing to moderate 
increases in the prices of some foodstuffs (potatoes and 
fruit), increased passenger fares and higher prices for 
petroleum products. 

On 1 January 1977 a new system of wholesale prices 
came into force in Czechoslovakia, but the restructuring 
did not affect retail prices, as changes in wholesale prices 
were offset by adjustments in turnover tax. On 23 and 
25 July some retail price changes were announced. The 
reductions were on certain textile products (28 per cent), 
refrigerators (16 per cent), colour television sets (26 per 
cent), pocket calculators (40 per cent), and synthetic 
leather footwear (21 per cent). Price rises in world 
markets necessitated an increase in the retail prices of 
coffee (50 per cent), chocolate and biscuits (33 per cent), 
and cotton and woollen goods (34 per cent), except those 
for children and ready-made clothes for children and 
adults. The price of cocoa did not change. The continued 
stabilization of prices through subsidies for basic foods 
and other essentials has been emphasized. (Note that 
retail prices in Czechoslovakia rose a mere 1.6 per cent 
between 1970 and 1976.) 

There was a planned increase in consumer prices in 
Hungary in 1977, in line with the policy of linking con- 
sumer prices more closely to costs. The extent of price 
adjustments was, however, less than in the previous year. 
The 1977 plan set the ceiling for consumer price increases 
at 3.8-4.0 per cent, and price adjustments remained within 


127 Rudé Pravo, 23 July 1977. 
138 Prayda, 8 February 1977. 
129 Prayda, 5 January, 8 February 1977. 
180 Rudé Prdvo, 23 July 1977. 
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TABLE 5.3 


Consumer price index 


(Preceding year = 100) 


—_ 


Country and period Total Food Non-food Services 
RE SEE eee es И ee ee re 
Bulgaria % 
OTS nies ate: Pea: fee ee 90: 100.4 100.6 100.2 
1976 у Te cs gee Ete eee 100.2 100.6 99.9 
че eae 102-102.5* 
Czechoslovakia 
То aan. Re ise Sn Aes с 100.6 99.9 101.5 100.1 
Обе wie Ae ite Satna aT 100.8 101.3 101.0 100.2 
German Democratic Republic 
О И, о аа 100.2 100.7 99.7 100 
Об ie ea ее, 100 100 100 100 
Hungary a a 
1975 а Se eee 103.8 102.1 106.4 102.2 
а сс 105.0 105.7 105.0 102.4 
Рай а ee ee 103.8-104.0 га ко 
ПО К а О с РИ 103.9 
Рапота see т сы uate 104.0 . 
Poland р 
О Е м 103.0 100.5 106.3 101.7 
бе о В Ве ТЖ 104.4 104.8 106.0 103.2 
Ра Е. 102.0 с 33 ois ae 
ео. 104.7 106.9 104.7 103.1 
РаПе hs Se Rees 3 101.0¢ 
Romania в 
1975 ке И > 100.2 100.4 108.3 
9 а рых, ИЕ 100.8 100.9 102.6 
71401977 За Ais Se ee 101.6-102.3 Ae 
TO Tate, Вет SSS ee |. НИ 100.5 
Soviet Union 4 
19 [Sitter р Аа 100.1 100.1 100.0 
19762 SP POEs PS OES ae 100.0 100.0 100.0 


Sources: As for table 5.1. 
а Retail price index. 
5 Excluding alcoholic beverages. 


this limit. The effect of the increase in meat prices in the 
second part of 1976 probably influenced the total index 
by just over 1 per cent in 1977.1" Following increases in 
procurement prices and world market prices, consumer 
prices of canned fruit and vegetables and frozen foodstuffs 
went up by an average of 22.6 per cent, and that of coffee 
by about 30 per cent, with effect from 10 January 1977. 
There was, however, no change in prices of baby foods 
containing vegetables or fruit. Thanks to good supply 
conditions, prices of fresh vegetables declined about 10 per 
cent in comparison with the previous year. The same rate 
of increase in consumer prices as in 1977 is foreseen in 
the plan for 1978, the upper limit being set at 4 per cent.1” 


131 п compensation for meat price increases, a monthly supple- 
ment of 60 forints (not subject to any deductions) was granted to 
wage- and salary-earners and to pensioners, and social benefit 
allowances (family allowances, child care allowances, etc.) and 
scholarships, were increased by the same amount. 


182Tt has been announced that on 9 January 1978, in accordance 
with the annual plan, the price of coffee went up by an average 
of 30 to 50 per cent, that of chocolate, cocoa, biscuits and cakes 
by an average of 25 per cent, and prices of imported fruit by an 
average of 8 per cent. (Népszabadsdg, 8 January 1978.) 


¢ Derived from index of nominal and real wages. 
8 Rent. 


In Poland price policies in 1977 were, as in the previous 
year, directed towards maintaining general market 
equilibrium and to keeping prices relatively stable through 
extension of the price freeze (at 1966 levels) for basic food 
products. But food subsidies cost the state about 120 bil- 
lion zlotys in 1977 (a total of 125 billion is foreseen for 
1978). Simultaneous price increases for some manufac- 
tured goods further increased the disparity in prices 
between the two main groups of products, so that demand 
was deflected towards food products, particularly meat. 
The cost of living went up by 4.7 per cent on average 
in 1977. The aim for 1978 is to minimize price movements, 
a modest increase of about | per cent being expected. On 
the basis of the report prepared by the team established 
to work out the principles of a price policy for foodstuffs, 
it has been decided that the problem of the growing 
disproportion between prices of food and those of 
manufactured products should be solved gradually, as 
higher production levels are achieved in agriculture. 

In Romania an accumulated 5-6 per cent increase in 
consumer prices has been allowed for over the five-year 
period. The consumer price level in the first two years 
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of the present five-year period went up by only 1.3 per 
cent, under the planned limit. On this basis a small 
acceleration in the rate of increase in consumer prices 
can be expected for 1978. As from 1978 passenger fares 
and charges for some other services are to be increased, 
but there will be no changes in prices of basic products 
and rents during the current five-year period. 


(iii) Consumer goods supplies and services 


Supply policies in the east European countries and the 
Soviet Union reflected a growing concern for increasing 
the real value of earned incomes. Measures to this effect 
covered quantity, quality, technical standards and assort- 
ment of consumer-goods supplies. In some cases, organi- 
zational changes were made with the aim of improving 
the level of service in retail trade. 


In January and February 1977 two decrees giving 
priority to consumer goods and services were promul- 
gated in the Soviet Union. The first one was concerned 
with measures to raise the quantity and quality of manu- 
factured consumer goods.“ In support of these aims, 
enterprises are to be allowed to finance capacity increases 
for consumer-goods production with six-year bank 
credits, repayable, if necessary, from up to half of the 
turnover tax revenue generated by the goods produced. 
A further provision of the decree stipulates that com- 
ponents and materials needed in the production of con- 
sumer goods must not be withdrawn from production 
without the agreement of user enterprises. The second 
decree calls for greater input allocations and higher 
priority for the services sector. A decision on measures 
for the further development of retail trade was’ also 
adopted during the уеаг.1° Among its objectives are 
greater storage facilities for food, more shopping centres 
and vending machines, and the development of a ‘“‘meals 
on wheels” service. Measures have been taken to ensure 
a reduction in the time customers spend in shopping. 
The need for further progress in regard to quality, through 
better designed and more attractive packaging and a 
higher proportion of convenience foods (especially 
frozen foods), is also emphasized in the document. 

A growing contribution to the easing of the foodstuffs 
situation is expected from the special measures taken in 
Bulgaria to increase supplies above the five-year plan 
targets.%* Measures have also been taken to ensure the 
necessary material back-up and organizational framework 
for the implementation of this programme. 


Increasing the assortment of products, and raising their 
quality and use-value are among the objectives stressed 
in Czechoslovakia. At present 21 per cent of textiles and 
clothing supplies are new fashion products, while the 
corresponding share in the case of footwear is 16 per cent. 
As regards industrial products, more than 400 specific 
proposals have been submitted for the introduction of 
new types of products during the 1976-1980 five-year 
period. Modern forms of selling (self service, sales on the 


188 Comprehensive programmes have been adopted in the Soviet 
Union on production and quality of mass-consumption goods and 
services for the period 1976-1980. (See Pravda, 6 January, 3 Feb- 
ruary 1977.) 

134The output of mass-consumption goods industries is to in- 
crease by 70 per cent during the present five-year period. 

185 Prayda, 19 July 1977. , 

138 A special “‘self-sufficiency” programme has been adopted in 
Bulgaria with regard to production of fruit, vegetables, meat, milk, 
eggs and fish (Rabotnichesko Delo, 20 October 1977). 


basis of samples, etc.) are planned to account for about 
60 per cent of the retail trade turnover by 1980.17 It is 
also planned to complete the development of department 
stores and direct sale enterprise shops, and to provide 
scope for direct supplies from producers to retail trade. 
In the case of services, priority is being given to housing, 
motoring, and the introduction of express services, 
particularly those which ease household work. 


Supplies of essential foods were steady in the German 
Democratic Republic in 1977, with supplies of vegetables 
improving as a result of high levels of domestic pro- 
duction. In the case of consumer durables, stable levels 
of stocks were maintained in the different ranges and price 
groups for the majority of commodities. To improve 
supplies of services, and particularly the situation in 
repair sectors, measures were taken to promote the 
development of private handicrafts, small shops and 
restaurants. In the first nine months of 1977 more than 
5,600 craftsmen were granted permission to exercise a 
{таде.1з8 


Measures taken to increase supplies proved to be 
effective in Hungary. As a result of efforts made to raise 
the level of production of vegetables and fruit,” available 
supplies (for domestic consumption and export) increased 
in volume terms by 37 and 12 per cent respectively in 1977 
in comparison with the previous year. Procurements of 
animals and animal products rose by some 14 per cent, 
largely as a result of expansion in pig-meat and milk 
production. Increases in procurement prices and premia 
for long-term contracts in subsidiary plot production, 
improvements in fodder supplies and higher subsidies 
for keeping cows were among the measures taken to 
increase production and supplies in this field. 


In 1977, as in the previous year, the basic aim in Poland 
was the stabilization of the market. This objective had 
to be pursued against the background of a rapid increase 
in the purchasing power of the population and relatively 
stable, though subsidized, prices. In order to increase 
production, state procurement prices for practically all 
agricultural products were increased in 1976, and some 
additional increases were introduced during 1977. A 
shift in favour of agriculture and food processing and 
house building has also been made with respect to invest- 
ment. Supplies of manufactured goods were increased 
beyond the planned level by 13 billion zlotys, and those 
of food products by nearly 10 billion.“° Measures were 
taken to improve the quality of manufactured goods, 
and programmes for improving standards in house build- 
ing, food processing, the shoe industry, in the production 
of motor cars and generally in the production of consumer 
goods, are in progress. Difficulties in supplies have 
sometimes been caused by unsatisfactory work on the 
part of the retail trade network. To improve the level of 
service, state enterprises are now being permitted to 
transfer to individuals, on a commission basis, small 
shops, employing up to three persons. 


187 Czechoslovak Economic Digest (Prague), No. 5, August 1977, 
p. 36 

138 During recent years, the number of craftsmen has been 
slightly decreasing in the German Democratic Republic. 

139 Purchase prices were increased by 15 per cent on average 
for vegetables, and by 10 per cent for fruit. 

140 Trybuna Ludu, 10 January 1978. 

141 Individuals taking over retail outlets must pay а lump sum 
for the first three years, and pay thereafter according to turnover, 
These shops can obtain goods from socialist or private sectors. 
but must charge prices fixed by the state. 
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To strengthen equilibrium in the market, an increase 
of 6.6 per cent in the money income of the population 
is envisaged in the plan for 1978, while supplies of goods 
are to be increased by as much as 10 per cent, which 
means that the total value of goods available will increase 
by 112 billion zlotys in comparison with 1977. 


Good performance by the consumer-goods sector made 
it possible to achieve balance on the consumer market 
in Romania in 1977. Production rose in light industry 
by 11.8 per cent, and in the food industry 10.6 per cent. 
In order to meet the demands of the population (which 
will increase more rapidly than initially expected due to 
the revised planned rate of increase of money incomes) 
special programmes have been formulated to increase 
consumer-goods production and raise supplies of services 
faster than envisaged in the earlier provisions. It has also 
been decided to increase the supply of middle price range 
products for children. According to the supplementary 
programme, the sale of goods in the state and co-operative 
retail sector is to increase by 52 per cent during the present 
five-year period, as against an initially envisaged 47 per 
cent. 
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In 1977 growth rates in the volume of retail trade were 
largely the same as in the previous year, though they 
accelerated in Hungary and decelerated in Bulgaria 
(table 5.4). In the German Democratic Republic and 
Hungary, the rate of growth exceeded plan expectations. 
The deceleration in growth in retail trade turnover in 
Bulgaria can be partly related to the over-all performance 
of the national economy, and probably also to efforts 
made to adjust the foreign trade balance. In all countries 
which give a breakdown of retail sales into food and non- 
food products, non-food sales increased faster than food 
sales. In Hungary, the growth of purchases of non-food 
goods was more than twice as fast as that of food products 
in 1977 (contrary to what happened in the previous two 
years). 


Rates of increases for turnover of services in general 
exceeded those of retail trade, in accordance with annual 
and five-year plan expectations. The difference in favour 
of services was high in Bulgaria (where the growth of 
services was twice as fast as that of retail trade) and also 
noticeable in the Soviet Union. 


TABLE 5.4 


Turnover of retail trade and services 


(Annual percentage change) 


Country and period Total Food Non-food Services 
Bulgaria = 
О ees, Ree, he 7.8 9:5 8.1 1257 
ов Ре A or as 7.6 7.4 337 
PlanvlOL р tee sc or ee 7.0 11.2 
LOTT Sees ere re ee ae a. 6.1 
Plan\1978m2 se ec ee eee ae 4.4 9.2 
Plant!976-1980 ae 8. Bee, 9 7.0 10.5 
Czechoslovakia 
LOTS eee as с 2.8 2.8 2.8 6.3 
S91 Ge eh о а 2.9 3.1 2 
ОЖ oe ито 3.8 3.2 4.6 
Роке оо ое рае 3.3 
‘Plan ое А 3.9 к 
Plan1976-1980 05s а г 4.2-4.6 3.7-4.1¢ 
German Democratic Republic 
1975. к Sats RY ae ME ee es 3.5 3.0 4.0 
LE eee eae Ot, ce ce ee es) 4.6 sh) 5.8 
Plan р о А уу 4.0 st =a 
EH кодер NS aay Ah 4.3 3.9 4.7 
Рав 19 et ee) Se ea 4.0 3.5 4.4 
Plan"1976-1980 0) ee os eee 4.0 2.5-3.0 4 4.5-5.0 4 
Hungary 
97 ASR Бр COE 5.4 Tet 3.9 5.9 
1976 ster poe GA Ga sj ie ei Coes 1.4 32 — 6.1 
Plans 97 Jos as Ske eke eee 4.4 A ee 
LOTS ns ah aE eee 6.2 She 8.0 
Plans1978 sc А 4.0 Ss os 
Plan 1976-1980) oe ee 4.8 3.9 Shieh 
Poland в 
1975 ес Вале ас 12.3 11.5 6 120 
1976 Reb. ra ei. | ee ee 7.2 8.8 4.5 13.8 
Plan! 1977 aise tacit ee 9.14 7.2. 4 8.8 < 11.0 
И Stee Me. ae tz 1.4 8.2 ых 
РП 19187 ус аъ. Мы 9.8 а 8.24 10.9 & 13.0 
Pian'1976-1980 225? arses See ee 10.0 6.2-6.5 11.2 
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TABLE 5.4 (continued) 


о р SN a ЕЙ 


Country and period 


Non-food Services 


ae ee ee АИ ae ie 


Romania 


Cees Ste. SOT es ce pe Sl ое ДИ 


Plan 1977 
CHIN” Sooty Rh eee nee ee ee ee 
Plan lO Sarath ot tee ts. ackes ek 
Plan 1976-1980 


9 хоре %. 2.0) № чо. 


Soviet Union 


оо fet enue. 6 oie. Seta ie: 9 


ох Вен ee. ee ao 
Plan 1977 
ЗЕ ct Пе es) eS 
Plani978 > ete cs es 
Plan 1976-1980 


Byelorussian SSR 


1975 
1976 
Plan 1977 
1977 
Plan 1978 
Plan 1976-1980 


а, а ROME ге а 


Ukrainian SSR 


apie: Te plane Ker (0: “elage pe upeu yen stews 
a aed Coe See сл to) о, ба 
Se ых eis, conus 
wis, со, 19 6 10) (0! они viet emia 


Sources: As for table 5.1 


8.7 
8.0 


4.5 
11.99 


Sf 
3.9 


8.3 
5.5 


9.3 
8.1 
hes 
6.0 
8.5 
8.5 


5.4 
2.9 


9.5 
5.3 


11.7 
9.2 
7.3 
6.4 
8.2 
8.3 


5.8 
зо 


8.4 
4.2 


8.9 
7.9 
8.0 
8.0 
8.6 
8.1 


Note : Unless otherwise indicated, figures for turnover of retail trade are at constant prices; and data for services at 


current prices. 
в Industrial services only. 
$ At current prices. 
¢ Communal and co-operative sectors only. 
¢ Supplies to retail trade. 
« Excluding alcoholic beverages. 


7 According to the supplementary programme; originally 7.8-8.2 per cent. 
9 According to the supplementary programme; originally 10.1-11.1 per cent. 


The implementation of house building programmes 
continued in the Soviet Union and the other east European 
countries in 1977. Altogether more than three million 
dwellings were constructed in the area, including 2.2 mil- 
lion in the Soviet Union, 3 per cent more than in 1976 
(table 5.5). The number of dwelling units constructed 
in relation to population showed considerable uniformity 
between countries—800-900 dwellings per 100,000 in- 
habitants. The comparatively low number of new 
dwellings constructed in the German Democratic Republic 
is related to the considerable degree of attention devoted 
in that country to modernization of the older dwelling 
stock (from state resources). Within this programme, 
about 56,000 dwellings were modernized in 1977. The 
state contribution to dwelling construction and main- 
tenance is high in all the countries of the region. In the 
Soviet Union rent and payments for municipal services 
(electricity, gas and central heating) cover less than one- 


142 The housing conditions of about 11 million people improve 
each year in the Soviet Union. 


third of state expenditures for these purposes, and 
subsidies of 5 billion roubles are paid each year. 

In the course of 1977 the five-year plan target was 
increased in Romania by 190,000 dwellings. To meet 
planned targets, an additional 10 billion zlotys were 
allocated to the housing programme in Poland in 1977, 
and a further 14 billion will be allocated in 1978. A total 
of 4 billion forints beyond the five-year plan target has 
been allocated to construction in Hungary, mainly to 
increase capacity for the building of public utilities, and 
also to support the implementation of the housing pro- 
gramme.!# 

While pushing up targets as regards quantity, housing 
programmes have also drawn attention to the need to 
improve the quality of new dwellings. The average area 
of new dwellings in the region is around 60 square metres, 
and it has been increasing recently by about one square 
metre annually. 


143 Népszabadsdg, 24 January 1978. 
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TABLE 5.5 


New dwellings constructed 
НЕ НЕ РНЕ РСЗ eee 


New dwellings (thousands) Average size of 
——— Units per 100,000 dwellings 
Country and period Total State Co-operative Individual * inhabitants square metres 
Bulgaria 
(CV EPR een Gola Mee В 52 32.1 25 660 62.7 
Об мо о И м. ое 67.6 Bee 30.4 770 62.2 
Plan GT Te cs saga ote tery o's ok Chases 80.0 ate О wv, ov 
а ee opts asians 76.5 es fe 867 
Plast O7 Stes. te eee ceca Cec ae Be cs 82.6 .. . 
Рад 1976-1980 5 48 се. 420.0 
Czechoslovakia 
19754 Ses a eke em к И 144.7 67.0 39.1 38.6 977 
T9716 oS RS Em, 132.5 59.8 Boel 39.6 888 
Blanit977. 3 RAR co +. 130.0 Far ee ie Ae: 
ПОТ See AP A, SR eS 133.4 ie pea 40.0 889 
Pian: 1978 er ee ee 131.5 a a 
Plan} 1976-1980: в. (а. 640.0 
German Democratic Republic ® 
OS agree marae sce eee te ons, Boe ee ae ee 96.0 48.1 36.7 LEZ 571 59.9 
Об Os Aichi ee for gst eis 103.1 54.6 37.4 11.1 615 60.8 
Я В о В eley, Gules 105.2 49.8 45.2 10.2 aS ae 
oes 
NC eather. Guat ООС oP ey © 106.8 95.0 11.8 634* 
Planel978 ae cde: OR cee 111.2 5 48.9 11,0 
ап 1976-1930 550.0 247.5 247.5 55.0 
Hungary 
(a 
OTS Baraat capt vhs, MOARG! Omoe ihe Dae 99.6 38.0 61.6 948 63.3 
DOUG eres ИЕ cd eet otto ate 93.9 32.4 61.5 888 64.6 
а он we. te 88.0 aes = ye 
NO Teen et ciel tut tose a een te ote 93.0 34.0 59.0 872 
Plan 1978: ., Же мл во os eis 90.0 33.0 57.0 
Planw9 76-1980. a. ce cece 430-440 150-160 280.0 
Poland 
О ле ть к а 264.0 86.5 119.6 57.9 776 56.8 
Об о RRC AMR а 273.2 54.1 157.0 62.1 795 58.2 
У СИ био №. ро, Е canna 289.0 his ats ays aa 60.2 
По. RE ATES tos pach cee 275.5 51.8 1537 70.0 794 61.3 
Pian 1978 и И о. 313.0 с а Jel Ae on 
2101976 ОО 1575.0 382.0 
Romania 
ne 
1975S A. COREE The ee, Ч ЛА, J 165.4 85.3 80.1 780 69.1 
1976 чаю сое. часы 139.4 67.4 72.0 650 72.8 
Рау обе. 21. Seok. & 192.0 115.5 : 76.5 ae 
1977, brides oh eet слое ва. wera 144.3 77.3 67.0 662 
Plan: 197 8h tek О ah od ee stecuat 219.0 113.0 106.0 
Р]а1: 1976-1980) що ль se сы 1 291.0 
Soviet Union 
IST Sjoerd sity ЗО tenensinies? ¢ 2 228 876 49.3 
оке И 2112 а Y 823 50.3 
Plan 1977 es 2 eae Ae we ig ce cae 2 270 ie Е 850 г 
LOTT авы КА. Пи 2200 ae Ее 850 
Plan 1978. eats. ER TO в 2 200 ae a wigs д 
Planil976-1980' 5 Ahlen Wen и: 11 000 50 as БВ м 
м— eeeeeSsSssese 


Sources: As for table 5.1. 
® Financed from state credit and self-financing by individual dwelling owners. 


2 Excluding modernization of dwellings. The number of modernized dwelli i in 1 i 
Е tized dwellings was 47,526 in 1976 and 55,919 in 1977. A total of 200,000 dwellings are to be modern- 


6. FOREIGN TRADE IN EASTERN EUROPE AND THE SOVIET UNION 


(i) General features 


Information on trade developments in east European 
countries and the Soviet Union in 1977 is not yet complete. 
This is true especially of the series for exports and 
imports taken separately. In fact, at this stage, some 
eastern countries have published twelve-month data only 
on growth of total foreign trade turnover. However, 
Statistics on export and import growth during the first 
nine months of 1977 are available for almost all CMEA 
countries. The discussion of trade developments in 1977 
will, therefore, be based primarily on the nine-month 
period. References to 1977 as a whole will be made 
whenever possible. 


Both growth rates and growth patterns reported for the 
trade of the east European countries and the Soviet 
Union in 1977 differ a great deal from those registered 
in earlier years (table 6.1). These differences indicate 
shifts in commercial policies and changes in priorities. 


Measured in volume terms, the peak in the rate of 
growth of trade of the CMEA countries combined was 
reported for 1974, with exports and imports expanding by 
similar rates of roughly 14 per cent. Growth rates of 
both exports and imports slackened sharply in 1975, and 
exports increased at only half the rate recorded for 
imports. In 1976 and 1977 the expansion of exports 
gradually accelerated, while that of imports continued 
to slacken. The two rates were almost identical in 1976 
(6 to 7 per cent), but in 1977 exports increased much 
faster than imports (roughly 9 and 5 per cent respectively). 
However, the record rates reported for 1974 have not 
been repeated in any subsequent years. 


A similar pattern may be observed in export and import 
trends measured in value terms, although variations in 
individual years have been more pronounced than in the 
case of trade volumes. Prices increased rather rapidly 
in 1974 and 1975, and more rapidly for imports than for 
exports. In 1976 and 1977 changes were more moderate, 
and there was a certain improvement in the terms of 
trade for eastern countries. All this affected trade bal- 
ances, which deteriorated in 1974 and 1975 but improved 
subsequently. Nevertheless, the imbalance in east-west 
trade remains large. Changes in growth trends and 
balances have been the result of recent changes in the 
economic policy of the eastern countries, which have 
shifted priority from output growth, investments and 
other supplies to improving the payments balances. 


Fluctuations in growth rates of trade volumes and 
changes in economic policies have had a marked regional 
dimension. The slackening reported for 1975 was due 
mainly to a slower rate of expansion of intra-CMEA 
trade, and to a decline in exports to industrial market 
economies. Imports from the latter countries grew ex- 
tremely fast in that year. The acceleration in export 
growth that took place subsequently stemmed initially, 
in 1976, mainly from sales made in the markets of western 


industrial countries but was maintained in 1977 mainly 
on the basis of sales in the countries of the CMEA region. 
The deceleration reported for import growth rates in 
1976 and 1977 is attributable mainly to slow expansion in 
purchases made in CMEA countries in 1976, and a 
decline in purchases in industrial market economies in 
1977. Purchases made in CMEA countries increased 
rapidly, and at an accelerated rate, in 1977. Exports to 
developing countries moved up a little in 1974 and 1975, 
but more so in 1976 and especially in 1977. Import trends 
developed in almost the opposite direction. 


Thus, the trade trends by different regions changed 
radically after 1976, largely in connexion with the deficit 
of the CMEA countries in their trade with industrial 
market economies, which reached a record level in 1975 
but was to be cut down subsequently. The approach to 
reducing this deficit adopted in 1976 was to push up the 
volume of exports to industrial market economies. This 
in turn permitted a fairly high growth rate of eastern 
import volume from that region. A sharp revival in the 
growth rate of the over-all volume of imports into indus- 
trial market economies in 1976 was propitious to this 
policy. However, the rate of growth of these imports 
slackened sharply in 1977, which limited expansion of 
eastern exports to the region. Consequently, the volume 
of eastern imports from industrial market economies had 
to be cut back in order to effect the desired improvement 
in the trade balance. Economic activity in the CMEA 
countries continued to be buoyant, but the demand for 
supplies was now to be satisfied primarily from the 
resources available within the region, which stimulated 
intra-CMEA trade. 


The experience of individual countries has varied 
somewhat but, except in a few cases, the general orienta- 
tion in 1976 and 1977 was to reduce or to eliminate the 
trade deficit, which had reached high levels in the pre- 
ceding years. The peak in this deficit was registered in 
Bulgaria, Czechoslovakia, Hungary and the Soviet 
Union in 1975. In 1976 exports from all these countries 
increased much faster than imports, and the deficit, 
including the deficit in the trade with industrial market 
economies, was substantially reduced. The same trend 
was continued in 1977 in Bulgaria and the Soviet Union, 
with Bulgaria managing almost to eliminate its over-all 
deficit and to reduce further its deficit in east-west trade. 
The growth rate of Bulgarian imports of machinery, 
consumer goods and foodstuffs was sharply reduced. 
The Soviet Union recorded a considerable surplus in 
over-all trade, and a significant decline in its east-west 
trade deficit in 1977. Czechoslovakia and Hungary 
succeeded in moderating the level of their deficits both in 
over-all and in east-west trade. In 1977 the exports and 
imports of these two countries were permitted to increase 
rapidly, but with the two rates being maintained at 
similar levels. In Hungary the deficit increased somewhat, 
while that of Czechoslovakia remained at a moderate 
level. It was imports of machinery, consumer goods and 


159 


160 


Recent economic developments in eastern Europe and the Soviet Union 


TABLE 6.1 


Trade developments in the east European countries and the Soviet Union 


(Percentage change over the same period of the previous year for exports and imports; trade balances in millions of US dollars) 


eee 


1974 1975 

Bulgaria 

Exports’ Hes JOA RE OE eee, 16.3 22.0 

Imports? Ate PA. Oe. 32.3 24.8 

Balancegaey се 0 Зет —506 —739 
Czechoslovakia 

И оО я 16.7 13.2 

ТАРО а 22.8 15.3 

Ваал sos a ©. —463 —726 
German Democratic Republic 

Exports Е аи. д, Deomes © 16.3 15.3 

Пирог со. а Е: мала 22.8 17.0 

Balance sine о раст. seh. bah —898 —1 202 
Hungary 

IEXPOLltS pao а и ие 11.6 11.2 

Про ое 36.8 20.6 

Balance sme ae oN hee ett one cece —435 —1101 
Poland 

Exportsiiex> AHO Aim, 3) 5 29.4 23.7 

Importsag!s ...# Arse ee TT 33.4 19.6 

‘Balance tes yk tot his fare —2 249 —2 256 
Romania 

ВхрО а she Yas ss, ее Gk 30.4 9.6 

НПО eso. area te ae ae os 46.8 3.9 

Balancem nee ne ось —270 —1 
Soviet Union 

о о а ОН Ь 31.2 15.9 

Про ee sack on bs самка de 21.2 41.6 

Balance me coke, п ara, Finis ores < 2 559 —3 498 
Total 

Value 

EXDOLtS 6 ИЕ: В РН 24.6 16.1 

Про Е о оо 26.9 26.2 

Balance mera. оо —2 262 —9 523 

Volume 

EXports¥ei 9 ties ое ROE их. 14.4 3.8 

Imports ei Siete, oh. tere. 13.8 7.8 


Sources; National statistics, plans and plan-fulfilment reports. 


foodstuffs that principally speeded up in the case of 
Hungary. 

The German Democratic Republic and Poland started 
the process of deficit adjustment only in 1977. The 
German Democratic Republic permitted a faster increase 
in imports than in exports right through from 1974 to 
1976 (inclusive), and the deficit in over-all and in east-west 
trade rose rapidly. This trend may have been checked in 
1977. In Poland a slight adjustment was made in 1975 
when, in contrast to the preceding year, imports increased 
less fast than exports and the deficit remained at a level 
of $2.3 billion. Pressed by considerable problems in the 
supply of foodstuffs (particularly grains) and manufac- 


1976 1977 Jan.-Sept. 1977 Plan 1977 Plan 1977 
14.5 15.7 i 
3.8 12.0 | 13.0 Pe 
—243 83 ый 
16.2 12.8 12.4 7.9 
10.4 13.2 ee 11.0 6.5 
—299 —122 —660 
12.6 в7 | 
ae LG 
pe 10.7 7.0 и. 
—1835 
3.1 16.3 в 13.6* 
+31 16.34 7.4* 
— 596 —640 —334 
7.1 12.3 11.5 13.0 9.9 
10.6 7.8 5.5 — 4.2 
О 4h ON tos 
14.9 13.0 14.6 \ 
14.1 11.0 15.1 ое. 
43 1) м 
16.6 20.3 
78 ee 11.0 10.0 
—981 1 621 
13.5 17.0* я 
38 Sane 11.6" : } 11.0* 
—6767  —1900 @ ‘ 
7.0 9.0* 
6.0 5.0* 


в January-November. 


tured consumer goods, but at the same time wishing to 
continue with industrial modernization, the Polish 
authorities allowed imports to increase faster than exports 
in 1976, and the deficit reached the record level of almost 
$2.9 billion, most of it in east-west trade. Thus, a major 
adjustment became necessary in 1977, and the level of 
Polish exports, especially of machinery and consumer 
goods, was pushed up rapidly, while only a relatively 
slow growth of imports was allowed. Since an improve- 
ment in supplies to the consumer remained an absolute 
necessity, these adjustments inevitably affected imports 
of machinery and intermediate products, which either 
stagnated or grew at a much reduced rate. During the 
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period January-September 1977, the over-all Polish 
deficit was reduced by roughly $1 billion, and that in 
east-west trade by $0.8 billion (adjusted onto an annual 
basis). 

Romania was a case apart. By suppressing import 
growth while stimulating that of exports in 1975, an even 
balance in over-all trade was achieved and there was only 
a slight deficit in east-west trade. Thereafter, imports 
and exports rose at high and similar rates, although in 


1977 the expansion of imports slackened more than that 
of exports. 


(ii) Prospects 


Prospects for developments in the foreign trade of the 
east European countries and the Soviet Union in 1978 
can be estimated on the basis of data published on turn- 
over by countries accounting for about 85 per cent of 
total trade. This yields roughly 11 per cent as the figure 
for the increase in total trade. The highest growth rate is 
planned in Romania (19 per cent) and the lowest in 
Czechoslovakia and Poland (roughly 7 per cent). In 
between come Bulgaria, the German Democratic Republic 
and the Soviet Union (10 to 11.5 per cent). No informa- 
tion is available on expected changes in prices, and 
projected trade volumes in real terms can only be sur- 
mised. The level of economic activity in the CMEA 
countries is planned to expand by 4 to 7 per cent in 1978. 
Given the degree of dependence of these countries on 
foreign trade and the degree of their interdependence, 
it can be expected that intra-CMEA trade will increase 
faster than total output in the region. АП countries in 
the region plan to encourage economies in the use of 
inputs, and to rely increasingly on domestic supplies, and 
this may affect the growth elasticity of mutual trade (the 
volume growth of intra-CMEA trade in relation to the 
growth of CMEA area output). In fact, the lowest 
elasticity reported in recent years was unity in 1976, while 
figures of 1.5 in 1975 and 1.33 during the period 1971- 
1975 are reported. Taking the last of these as the best 
basis for prediction, the volume of intra-CMEA trade 
would increase in 1978 by some 7 per cent, i.e. slightly 
less than in 1976. 


Given available credits, and credit repayments falling 
due in 1978, it can be expected that the trade of the CMEA 
countries with developing areas will continue to increase 
at more than 7 per cent. But CMEA area exports may 
decelerate considerably, while imports speed up. 

Prospects for the growth of east-west trade are difficult 
to evaluate. Although existing credits and facilities for 
further borrowing may permit the maintenance of levels 
of deficit in east-west trade as reported in 1977, a number 
of eastern countries have voiced the intention of further 
reducing them. This is especially true of the Soviet 
Union, Poland, Hungary and Bulgaria, which account 
for the bulk of east-west trade, and the bulk of the deficit 
in this trade. Of course, the question arises as to how far 
these policies can be implemented, given the high growth 
rates of output and demand planned for 1978, and given 
existing imbalances in the output structures of CMEA 
countries. It should in any case be noted that of these 
countries only Poland has a sizeable deficit. 


Prospects for growth of exports from the CMEA coun- 
tries to industrial market economies may be judged 
against the 4.7 per cent rate of growth of over-all imports 
projected by OCED countries. It can be expected that 


OECD country imports from the CMEA countries alone 
may increase by at least that much. Certainly, protec- 
tionist policies may gain in strength in western countries 
in 1978. On the other hand, it should be remembered 
that the volume of western imports from eastern countries 
in 1976 increased by 3 per cent only, implying a certain 
loss of markets for eastern countries. The recapturing of 
these markets in 1978 is not unlikely. The expansion of 
imports from western countries must, however, be 
restrained if the balance in east-west trade is to be 
improved. Eastern countries are, indeed, eliminating 
non-essential imports, postponing some projects and 
switching towards more trade with partner countries in 
the CMEA. However, given that the volume of imports 
from western into eastern countries declined in 1977 by 
6 per cent, a certain recovery in 1978 should not be ruled 
out. Eastern countries need to step up imports of cereals 
in 1978, and this may contribute significantly to recovery. 


Poland is very optimistic about her exports to hard 
currency countries, and expects them to increase by 9.2 per 
cent, while import growth is planned not to surpass 
1.4 per cent, though with considerable readjustments in 
import patterns in favour of cereals and consumer goods. 
In 1977 and 1978 Poland intends to import some 15 mil- 
lion tons of cereals worth $2 billion. Recently Poland 
obtained credits of $400 million to help finance these 
imports. In Czechoslovakia intensive growth (a rate of 
10 per cent) of exports to the west is envisaged for 1978, 
but this includes exports to developing countries, which 
may increase much faster than the above rate. Both 
Polish and Czech figures are probably expressed in 
current prices, and volume growth rates may be somewhat 
lower. It seems likely that Czechoslovakia and the Soviet 
Union will step up their imports of cereals. Soviet 
import needs for the 1977/78 crop year are estimated at 
20 million tons. On the basis of agreements concluded 
and being negotiated, Hungary intends its hard currency 
imports to increase by 3 to 5 per cent. 


(iii) Trade among CMEA countries 


The growth rates of intra-CMEA trade have fluctuated 
a great deal in recent years (table 6.2). Measured in 
volume terms, the peak (nearly 13 per cent) was reached 
in 1974, with the rate of expansion subsequently slackening 
to 8 per cent in 1975 and 5.4 per cent in 1976. It speeded 
up to an estimated 9 per cent during the first nine months 
of 1977. Prices in intra-CMEA trade have continued to 
increase progressively since 1974. (They are adjusted at 
the beginning of every year to price changes in the world 
market, averaged over the five preceding years.) They 
rose sharply in 1975 (20 per cent), but moderately there- 
after (5 to 5.5 per cent in 1975 and 1976 and perhaps 7 
per cent in 1977). Intra-CMEA trade in value terms 
moved in the same direction as volume trends, though 
larger annual variations were reported in growth rates. 


The Soviet Union accounts for nearly 40 per cent of 
intra-CMEA trade. Thus Soviet trade within the region 
tends to move in a similar way to over-all intra-CMEA 
trade. A characteristic feature throughout the period 
under review has been a higher rate of increase in Soviet 
exports than in Soviet imports. As a result, the Soviet 
trade surplus in intra-CMEA trade grew from $140 mil- 
lion in 1974 to $1.4 billion (adjusted onto an annual basis) 
in the period January-September 1977. Two factors were 
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TABLE 6.2 


The growth of trade between CMEA countries 


(Percentage change over the same period of the previous year for exports and imports; 
balances in millions of US dollars) 


—_————————————ы—ы—ыы——Ю— 


1977 


1974 1975 1976 Jan.-Sept. 1978 
Soe RS SR ee es ee oe eee eee ee eee 
Bulgaria 
Ехро скло «epee 8.8 26.1 18.5 17.7 
Е ИКС ia 15.0 34.0 10.9 16.4 
Balance se sence ae —110 —246 —37 32 
Czechoslovakia 
Exports #4 Xt eee 9.3 21.9 17.6 11.9 4.1 
Imports ee net anaes 14.9 27.0 12.0 13.3 ba 
Balancestarti aos Ss — 138 —387 —92 —77 
German Democratic Republic 
Exportss.erere ete ee 8.5 } 10.9 10.02 
Imports: HIS а, 13.3 26.1 : rn 
Balance sae. it ate 195 Ar, . 
Hungary 
ExportSs. eis cae. Dive 9.3 21.0 —0.8 19.55 10.0 
И ре о, С 22.7 40.7 —4.3 13.82 10.0 
Вад си: 113 —397 —77 —70 
Poland а 
Exportsen от, 17.9 32.9 6.6 12.2 11.2 
Importsgaqis. зо 14.1 24.1 13.3 16.7 9.2 
валенок заза ics —24 360 48 —288.0 
Soviet Union 
Exports... 50: ses 17.9 36.3 10.4 20.6 
Tmports eres, cuss 6.3 9 8.1 16.5 
Balance™ к ме. 141 736 1164 1066 
Total intra-CMEA trade 
Value sem зе и 12.5 29.7 11.2 15* 
Volume: s . 3) o Sian. 12.5 8.1 5.4 9* 


Sources: National statistics and press reports. 
в Twelve-month figure. > January-November. 


involved here: continued improvements in Soviet terms 
of trade, and the increase in the volume of credits granted 
by the Soviet Union. A part of these credits was used to 
finance the losses of other CMEA countries caused by 
movements in the terms of trade. 


Machinery became in 1977 the most dynamic factor in 
the expansion of Soviet exports to, and imports from, 
other CMEA countries. The share of this sector surpassed 
the already high ratio reported for 1976—40 per cent for 
Soviet imports from, and 22 per cent for Soviet exports to 
other CMEA countries. Soviet exports of industrial 
materials and cereals and imports of manufactured 
consumer goods and foodstuffs also increased a great 
deal in 1977. 


The experience of the other CMEA countries has varied 
somewhat. Developments in given years have often 
reflected reactions to the growth rates and balances of 
preceding years. In Hungary, the trade with the other 
CMEA countries showed a surplus in 1974, but in 1975 
imports rose much more than exports, and a large deficit 
appeared. In 1976 imports declined more than exports, 
and the deficit was reduced to a moderate level. Imports 


and exports both recovered strongly in 1977, implying 
the maintenance of the Hungarian deficit. The growth of 
Czechoslovak and Bulgarian trade with other CMEA 
countries accelerated in 1975, but slackened in 1976. 
Exports and imports increased at differing rates, and the 
deficits of these two countries increased a great deal in 
1975, but fell to:moderate levels in 1976. In both countries, 
import and export growth rates were high and at about 
the same level in 1977, and the deficit in Czechoslovakia 
remained moderate while that of Bulgaria was wiped out. 
The experience of the German Democratic Republic, 
was, it seems, similar to that of Czechoslovakia and Bul- 
garia. In Poland the situation developed somewhat differ- 
ently, owing to improving terms of trade. 


The acceleration in the growth rate of шна-СМЕА 
trade in 1977 is attributable to a number of factors. 
Economic activity in the region as a whole remained 
vigorous, despite the fact that deceleration in the growth 
of output and demand was reported for some countries. 
Industrial output, which is especially relevant for foreign 
trade, increased over-all by some 5.7 per cent. Investment 
activity expanded a great deal, and it too is trade elastic. 
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Agriculture failed in certain countries, but fared well in 
others, which induced mutual exchanges. For this reason, 
exports of cereals from the Soviet Union increased a 
great deal in 1977. Intra-regional specialization, which is 
increasing in intensity, proceeds through both the ordinary 
channels of foreign trade and special co-operation and 
specialization agreements. The contribution to mutual 
trade of the latter has been rising fast, and is now on a 
high level. Co-operation-based trade has, indeed, ex- 
panded in recent years by 20 to 35 per cent per year. In 
Hungary, co-operation-based exports rose by 44 per cent 
in 1977. 

These agreements are especially relevant to mutual 
trade in machinery, and their contribution to trade in 
this sector increased from some 20 per cent of the total in 
the early 1970s to 40 per cent in 1976. They account for 
20 and 33 per cent respectively of total Hungarian imports 
from and exports to CMEA countries, and 40 per cent 
of Hungarian exports to the Soviet Union. As much 
as 28 per cent of total Bulgarian exports, 20 per cent of 


total Romanian exports, and 14 and 19 per cent respec- 
tively of total Polish exports and imports to or from 
CMEA countries are carried on under co-operation and 
specialization agreements. 


The rise in the degree of regional interdependence in 
1977 was related to the policy pursued in the majority of 
CMEA countries of satisfying import needs to a greater 
degree from sources within the region. As noted earlier, 
these trends were influenced by slow progress in the 
expansion of eastern exports to western countries. The 
speeding up of the implementation of joint investment 
projects in the region was another factor. These joint 
investments exceeded $1 billion in value in 1977, and 
involve substantial mutual deliveries of machinery and 
equipment. 


(iv) Trade with developing countries 


Over the last four years, the trade between CMEA 
countries and developing areas has fluctuated a great 


TABLE 6.3 


The growth of trade of the CMEA countries with developing areas 


(Percentage change over the same period of the previous year for exports and imports; 
balances in millions of US dollars) 


1977 


1974 1975 1976 Jan.-Sept. 

Bulgaria 

EXPortsN th OPAL ET aS Ake : 92.1 22.9 —17.7 12.0* 

Imports oA Sasi GOA Pe 78.7 —21.8 Ted 31.0* 

Balancepe sc: bins th Sos Peek 249 186 140* 
Czechoslovakia 

Хром а ss © 30.9 12.5 15.4 24.2 

TN POLS ected ete, ee sees 33.3 —8.8 3.6 37.8 

IpQlaNCe eral. tot aes 55 194 273 200 
German Democratic Republic 

Tproover Wits SOS В, Ba ВВ 96.4 2.7 20.4 14¢ 
Hungary 

хроника Ве on Spas oe 45.8 16.7 ihe —7.0* 

THIPOLES ei ce Acai о а usd eas 63.3 6.1 1.8 —9.0* 

Се вы ahs —2 —104 —90* 
Poland a 

Exportse patter. ло gis 102.9 31.8 3.9 14.1 

LM POrts sata abies we bias Mora edits 64.0 21.0 —3.5 32.4 

Balance ai Ч a ok he om Shel) А вла 164.0 27.0 326.0 264.0 
Soviet Union 

рог, Gewese eee eee ee is 22.1 4.1 13.9 44.0 

Imports) <a. Be 9 43.6 43.7 —1.9 11.0 

Balanices#in Seb aA мы 121 967 1 829 
Total for all CMEA countries 

a 

Value 

Exports. ac с Gea панов 32.6 11.6 12.4 37.0* 

TMpOrtsee as oy ce eee eee es 60.5 28.7 py) 13.0* 

Balance’ cm cents toe eter rots ee. te oy ve 1 527* 1 400* 2i17S* 2 900* 

Volume 

Exports:: Ладе Me sels ИХ: 5.2 2.1 11.4 28* 

ОТО У о О ОЕ 31.3 —3,7 6* 


Sources: National statistics and press reports. 
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deal 14 (table 6.3). The volume of exports from the CMEA 
countries to developing areas, which had increased 
moderately in 1974 and 1975, subsequently grew at sharply 
accelerated rates. In the first three quarters of 1977 the 
rate amounted to some 28 per cent, two and a half times 
greater than in 1976. In value terms it amounted to some 
37 per cent, three times greater than in the preceding year. 
In contrast, the volume of imports into CMEA countries 
from developing areas, which had been booming in 1974 
and 1975, declined in 1976 and recovered to slightly more 
than the 1975 level in 1977. Import values increased 
slightly in 1976, and by an estimated 13 per cent in 1977. 
These trends were influenced to a substantial degree by the 
trade of the Soviet Union, which accounts for nearly 
60 per cent of the total trade of the CMEA countries with 
developing regions. Substantial movements in the 
surpluses that eastern countries normally have in trade 
with developing regions have been recorded. The previous 
peak in that surplus of $2.7 billion had been recorded in 
1973. The figure fell to $1.4-1.5 billion in 1974, remaining 
at that level in 1975, but started rising fast in 1976, and 
again in 1977, when it reached the record level of some 
$2.9 billion. 


This acceleration of the growth of eastern exports to 
developing countries in 1976 and 1977 was sustained 
partly by increasing credit disbursements, especially in 
relation to exports of machinery. The developing coun- 
tries also used a part of their growing currency reserves 
to increase cash purchases in eastern markets, particularly 
of industrial materials and equipment. 


One of the factors involved in these developments on 
the import side is the rhythm of credit repayments by 
developing countries to eastern countries, which tend to 
fall due in an irregular manner. Since they are effected 
through deliveries of products and not by cash payments, 
they affect directly the growth of eastern imports. A 
heavy concentration of these repayments came in the 
period 1974-1975, boosting eastern imports, but this 
factor has been subsequently much less significant. Trends 
in exports to the CMEA countries are also influenced by 
opportunities for exports from developing countries to 
industrial market economies. These opportunities were 
rather mediocre in 1974 and 1975, but improved subse- 
quently, especially in 1976. 


Much attention has recently been paid to the promotion 
of economic co-operation between eastern and developing 
countries. The scope of this co-operation is being ex- 
tended in volume, value and coverage. The most spec- 
tacular of recent contracts is the barter deal concluded 
between the Soviet Union and Morocco, whereby the 
Soviet Union will deliver equipment worth some §2 bil- 
lion for the development of Moroccan phosphates against 
future Moroccan deliveries of 5 million tons of phosphates 
per year, beginning in 1978. When the investment is paid 
off, phosphates will continue to be exchanged against 
Soviet crude oil, timber and chemical products. Another 
agreement provides for the supply of Soviet equipment on 
credit to an alumina plant of 600,000 tons annual 


144Qnly the Soviet Union, Czechoslovakia and the German 
Democratic Republic have given information on their trade with 
developing areas in 1977 (January-September). With the help of 
Statistics from trading partners, the trade of another two countries 
(Bulgaria and Hungary) with developing areas can be estimated. 
This section is based on data from these five countries, which 
account for some 82 per cent of the total trade of the CMEA 
countries with developing areas. 
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production capacity in India, and repayments of this 
credit through Indian alumina deliveries of up to 300,000 
tons per year. Poland and Columbia are putting up a 
joint venture in Columbian coal worth some $500 million. 


Another factor that enhances the quality of co-oper- 
ation is the developing trend towards multilateral co- 
operation. Eastern countries have expressed their readi- 
ness to strengthen multilateral co-operation, while a 
large number of developing countries are showing readi- 
ness to take part in multilateral intra-CMEA schemes, 
especially in joint projects. 

The system of payments between CMEA and devel- 
oping countries is another area where improvements are 
being sought. There is a clear trend towards replacing 
clearing agreements by payments in convertible curren- 
cies. It is noteworthy that mutual trade between countries 
which have recently changed over to payments in con- 
vertible currencies has continued to increase, contrary 
to fears that it might decline. Some other countries have 
continued to maintain the clearing system, while intro- 
ducing into it various multilateral elements. The process 
of shifting to multilateral settlements is helped by the 
recent decision of the CMEA to permit much wider use 
of the transferable rouble outside the CMEA area. 


(v) East-west trade 


During the 1974-1977 period the growth patterns 
reported for east-west trade changed radically. The trend 
was initially towards a rise in levels of imbalance, but 
subsequently towards a much higher degree of balance 
(table 6.4). In 1974 and 1975 the volume of imports 
from industrial market countries (western countries) to 
the east European countries and the Soviet Union (eastern 
countries) increased at rapid and accelerating rates, while 
the corresponding flow of imports from eastern Europe 
declined. In 1976, the volume of western exports con- 
tinued to grow rapidly, though at a considerably lower 
rate, while the volume of western imports more than 
recovered and expanded faster than exports. During the 
period January-September 1977 the volume of western 
exports declined a great deal, whereas that of western 
imports continued increasing, although at a moderate 
rate. It seems that this trend did not change much in the 
final months of 1977. Fluctuations were even more 
pronounced in the volume growth rates of the trade of 
western countries with the Soviet Union, but the patterns 
were similar. 


These trends basically reflected the growth tendencies 
reported for the two regions, but they were accentuated 
by movements in commercial policies. In western coun- 
tries, total final domestic demand stagnated in 1974 and 
1975. It recovered moderately in subsequent years, but a 
substantial slackening in the growth rate took place 
during 1977. Fluctuations were pronounced, especially 
in industrial output, where the decline of 7 per cent 
registered in 1975 was followed by an increase of almost 
8 per cent in 1976. This was of great importance for 
foreign trade. The degree of protectionism in western 
countries rose somewhat late in 1976 and early 1977, 
especially with respect to imports of textiles, shoes, steel 
and shipbuilding. Anti-dumping procedures were invoked 
more often than in the past, principally in order to 
safeguard employment in labour-intensive industries. 
In the final result, the volume of imports into western 
countries from the world stagnated in 1974, declined by 
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TABLE 6.4 


The growth of east-west trade 


(Percentage change over the same period of the preceding year for exports and imports; balance in billions of US dollars) 
———— rs 


Exports of industrial 
market economies 


Imports of industrial 
market economies 


Value 
(US dollars) Prices 


Val 


ие 
Volume (US dollars) Prices Balance 


SF Se a Se ee ee eee ee 


Eastern Europe and the Soviet Union 


о ee 40 26 
IC EY Pt Suey eR eo eee Sees, 31 5 
LORAS) se alg ом 5 —5 

January-September 1977....... 2 7 
of which: 

Soviet Union 
о а WR haa 34 31 
LQTS ene ee. Be howe 65 1 
IS76r- и. 9 —4 
January-September 1977 ....... 0 6 


42 50 =5) 3.6 

25 6 8 —2 9.3 
11 17 3 14 7.4 
= 12 о 3 3 
2 59 68 5) —0.4 
63 5 11 5) 4.2 
13 22 5 16 555) 
= 12 10 2 1.6 


Sources : OECD, Statistics of Foreign Trade, Paris; IMF, Direction of Trade, Washington; national statistics, 


8 per cent in 1975, increased by as much as 14 per cent 
in 1976, but by only 5 per cent in 1977. This had strong 
repercussions on the rate of growth of exports of eastern 
to western countries. 


The picture for the eastern countries in 1974 and 1975 
was rather different. Total output grew by 6 to 8 per cent 
per year and industrial output by 8 to 9 per cent. Current 
policies stimulated investment, particularly in relation to 
modernizing domestic industries. Full utilization of 
industrial capacities and improvements in consumer 
supplies were also stressed. All these aims implied in- 
creasing imports from the west, and this was paralleled 
by a wide extension of facilities to borrow in the west. 
Import policies in eastern countries became consequently 
more flexible, and eastern deficits in east-west trade grew 
rapidly. It is for precisely this latter reason that subsequent 
adjustments in policies were required. Substantial 
reductions in growth rates of output and demand (down 
to 4 to 5 per cent) were made, and import policies tight- 
ened up in the eastern countries in 1976 and 1977. 
However, imports were not in practice restricted in 1976. 
It was not possible to postpone current projects without 
losses, and pressure on consumer markets was building 
up. But in 1977 some projects were postponed, and a part 
of domestic demand for industrial materials and consumer 
goods left not fully satisfied. The balance of the eastern 
countries in their east-west trade did improve in both 
1976 and 1977. 


Prices in east-west trade changed a great deal over the 
period under review. The biggest jump was registered in 
1974, but swings were quite considerable in subsequent 
years also. In the first nine months of 1977 prices of 
western exports to eastern countries may have increased 
by some 7 per cent (as compared with a 5 per cent decline 
in the preceding year) and of western imports by some 
9 per cent. The terms of trade of a number of eastern 
countries improved throughout the period under review. 
This helped trade balances, and reduced somewhat the 
rigour of the demand adjustments which would otherwise 
have been required. The Soviet Union, as the principal 


exporter of fuels and other industrial materials from the 
region, reaped the bulk of the benefits from this trend. 
However, other eastern countries did benefit from it to 
an increasing extent in 1977. 


Growth rates of trade expressed in value terms fluctuated 
a great deal. However, the tendency was for the growth 
rate of western exports to decelerate sharply (almost to 
stagnation in 1977), whereas with imports ups and 
downs alternated (including a rapid rise in 1977). 


Eastern countries made the adjustments discussed 
above in a selective manner, and the commodity composi- 
tion of east-west trade in 1976 and 1977 was consequently 
affected (table 6.5). On the side of western exports, 
adjustments were concentrated on chemicals, basic 
manufactures and machinery in 1976, and on machinery, 
consumer goods and foodstuffs in 1977. (Good harvests 
in 1976, resulting in lower levels of imports of cereals 
into eastern Europe in 1977, contributed to this change.) 
Stagnation or decline was reported for western exports 
in all three categories. On the side of western imports, 
manufactured goods, but also fuels and certain crude 
materials, made the biggest contributions to expansion. 


In most individual eastern countries demand and output 
were directed in 1976 and 1977 towards stimulating 
exports and restraining imports, i.e. towards improving 
trade balances (table 6.6). The growth of the value of 
imports into the Soviet Union, Poland and Bulgaria 
decelerated sharply, or even declined, in 1976 and 1977. 
The expansion of the value of exports from these coun- 
tries speeded up to a high rate in 1976, and, except for 
Bulgaria, continued on a high level in 1977 also. The 
trade deficit of each of these countries fell considerably 
in both 1976 and 1977. In the case of the German Demo- 
cratic Republic and Czechoslovakia adjustments were 
postponed until 1977. Hungary and Romania had 
moderated the levels of their deficits in 1976, with exports 
rising steeply and imports stagnating, and were in a 
position to permit a very rapid increase in imports in 1977. 
For that reason their deficits rose a great deal in that year. 
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TABLE 6.5 


The commodity composition of east-west trade 


Value in millions 
of dollars 
1976 а 


Soviet 


Total Union 


Percentage change over same period of preceding year 


January-June 


1975 4 1976 “ 1977 5 


Soviet 
Union 


Soviet 
Union 


Soviet 


Union Total 


Total Total 


Seen ee ee SE ie le I Е БОЕ а 


Eleven industrial market economies—Total 28 731 14 340 
Boodvand live аула 6. в. 3910 2262 
Beverages and tobacco ....... 198 78 
Crude materials (excluding fuels) . . . 1268 375 
Minetalstuels; ее ee nee nr 220 40 
Animal and vegetable oils and fats . . 78 11 
Chemicals” (ae sae. ee pee 3 067 1022 
Basic мапиас тез т В В 8 173 4 263 
Machinery and transport equipment. . 10121 5 329 
Miscellaneous manufactured articles. . 1467 859 
Goods not classified by kind ..... 213 100 

Eleven industrial market economies—Total 22 889 11 676 
Roodrandpliveranimalsias-ee-renectie 1 884 155 
iBeverages‘and tobaccome.) i) seen 146 18 
Crude materials (excluding fuels) . . . 3320 2 361 
Mineralifuels xetcieu) are tenet ees 8 648 6 528 
Animal and vegetable oils and fats . . 141 68 
Chemicals: (eer eee Oe: 1174 409 
Вас тали асе sonnel а 3 598 1359 
Machinery and transport equipment. . 2217 624 
Miscellaneous manufactured articles. . 1592 81 
Goods not classified by kind ..... 164 74 


Exports to the east, f.0.b. 


32 65 5 9 —1 —6 
73 173 32 25 —36 —42 
26 49 10 —3 14 4 
4 28 13 33 38 68 
27 67 7 3 13 47 
2 191 —27 — 64 28 50 
5 26 —2 —8 24 35 
19 34 —1 4 12 12 
55 96 3 10 —2 —6 
26 48 14 18 —2 —15 
13 31 14 29 13 —11 
Imports from the east, c.i.f 
6 6 17 22 11 10 
—3 —11 9 2 —4 43 
51 45 16 29 —3 —5 
_9 —10 11 11 19 20 
24 24 26 34 4 5 
—2 —4 —51 —55 —2 —39 
—4 0 13 18 47 123 
—14 —23 11 5 11 —1 
32 74 20 28 20 —9 
11 15 16 23 20 —2 
22 77 87 60 37 —7 


Source: UN data bank, Geneva. 
в Excluding trade with Turkey. 
> Excluding trade with Belgium, Italy, Netherlands, Turkey and Yugoslavia. 


On the western side (table 6.7) the sharpest shifts 
occurred in the countries where surpluses were relatively 
large. This reflected to a certain extent the tendency in 
eastern countries primarily to restrain imports from the 
countries with which they had large deficits and/or to 
which their exports were expanding relatively slowly. 
Thus eastern countries tended to aim for a better balance 
with each major western country. Levels of exports 
from the Federal Republic of Germany and France, 
having risen rapidly in 1974 and 1975, rose little or 
declined in 1976, and hardly changed in 1977. Imports 
into these two countries rose very fast in 1976, and 
moderately in 1977, and surpluses declined considerably 
in both years. Japanese exports to eastern countries 
soared in 1975 and 1976, but grew at a moderate rate in 
1977, while Japanese imports recovered strongly in 1977 
from setbacks reported for 1975 and 1976. Japan’s 
deficit rose a great deal in 1976, but was reduced in 1977. 
Exports from the United States and Canada rose con- 
siderably in 1975 and 1976, but declined a great deal in 
1977 (mostly on account of cereals). United States and 
Canadian imports recovered in 1976 from the sharp 
setback suffered in 1975, and continued to increase quite 
rapidly in 1977. Surpluses in the east-west trade of these 
two countries increased in 1976, but fell considerably in 
1977. Adjustments in 1977 in the direction of diminishing 
trade surpluses were also reported for the east-west trade 
of Belgium and Switzerland. A case apart was presented 


by Italy and the United Kingdom, for which the deficit 
increased in 1976 but declined in 1977. In 1976 United 
Kingdom and Italian exports declined while imports rose 
fast, and in 1977 there was a rapid rise in exports but a 
moderate one in imports. A reversal from a surplus to a 
deficit was reported for Yugoslavia and Finland, and an 
increased deficit for Sweden, the Netherlands and some 
other countries. 


These adjustments have, then, produced considerable 
improvements in the current account balances of the 
eastern countries in recent years. The deficit on this 
account had reached a peak of nearly $10 billion in 1975, 
but it declined, first to some $8.3 billion in 1976, and again 
to some $5.5 billion during the first nine months of 1977 
(adjusted onto an annual basis). This improvement was 
due to changes in the commodity trade balance (deficits 
of $9.3, $7.4 and $4.9 billion in 1975, 1976 and 1977 re- 
spectively), including the favourable effects of improving 
terms of trade. In contrast, the eastern deficit on the 
services account continued to increase, and may have 
reached some $1.3 billion in the period January-September 
1977 (adjusted onto an annual basis). The major item 
here is interest payments, the level of which has increased 
rather rapidly because of the increase in the level of 
the total deficit. 


For individual countries figures are available only for 
trade balances. Measured in absolute terms, the largest 
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declines were reported in the deficits of the Soviet Union under consideration) to Poland from the US Department 
(from $3.5 billion in 1976 to $2.1 billion during the first of Agriculture for grain purchases, FF.750 million to 
nine months of 1977, adjusted onto an annual basis), Poland from France for the purchase of semi-manufac- 
Poland (from $2.1 to $1.2 billion) and the German Demo- _ tured products, and $650 million from Italy to the Soviet 
cratic Republic (from $525 to $225 million). The only Union (increasing the total to $1.55 billion for 1976- 
increases were reported for the trade deficits of Hungary 1979) to finance counterpart delivery projects. Romania 
(from $428 million to $644 million), and Romania (from took credits from the IMF (in 1977 credits granted or 
$56 million to $290 million). The major corresponding promised amounted to some $260 million) and from the 
trends on the western side were the considerable declines World Bank (in 1977 some $180 million, bringing the 
that occurred either in 1976 or in 1977, or in both years, total taken up so far to $700 million). 


in the surpluses of the United States, Japan, the Federal Net borrowing by CMEA countries in western capital 


Republic of Germany, Canada and Austria. : markets (table 6.8) reached a peak of $8.6 billion in 1975, 

The current account deficit of the eastern countries after which it declined to $6.1 billion in 1976, remaining 
continued to be financed principally by borrowing, but roughly at that level during the first six months of 1977 
gold sales in the west and movements in foreign currency (adjusted onto an annual basis). This trend reflects the 
reserves also played a certain role. The picture as far as downward trend in the deficit on current account, the 
foreign currency reserves is concerned is unclear. Only stepping up of gold sales, and reductions in levels of 
movements in the part of these reserves kept as assets of assets held in western banks. However, the picture is not 
eastern countries in western banks are regularly recorded. completely clear, as a part of the proceeds from these 
These assets rose from $6.3 billion in December 1975 to transactions is kept as reserves in National Banks. The 
$7.7 billion in December 1976, but declined to $5.5 bil- largest taker of funds from western capital markets 
lion in June 1977. The bulk of the decline was accounted continued to be the Soviet Union, followed by Poland, 


for by the Soviet Union (some $1.7 billion) and a minor the German Democratic Republic, Hungary and Bulgaria. 
part by Bulgaria, Hungary, Poland and Romania. The Only Czechoslovakia and Romania borrowed little. This 
gold situation is clearer, as sales are regularly recorded in _ picture corresponds roughly to the distribution of deficits 
western statistics. It has been reported that eastern coun- between the respective countries. Netting out assets and 
tries sold some 350 tons of gold (roughly $1.5 billion) in Паб шез, the credit position of western banks vis-a-vis 
western markets in 1976, and some sales were also reported {ще eastern countries reached $24.4 billion in June 1977, 
for early 1977. as compared with $15.3 billion in December 1975 and 

Eastern countries continued to borrow in the west ona $21.3 billion in December 1976. Some 33 per cent of this 
state-guaranteed basis, and in the private capital market. was accounted for by the Soviet Union, and another 
The extent of the former type of borrowing is not known, 24 and 14 рег cent respectively by Poland and the German 
but it is estimated that the funds available for this purpose Democratic Republic. The two joint banks of the CMEA 
amounted in 1976 to some $13 billion. Most likely this (IBEC—the International Bank for Economic Co-oper- 
figure represents the cumulative value of credits announced ation and I1B—the International Investment Bank) have 
by western countries to be disbursed during the 1976-1980 been raising funds in western capital markets on their 
period. Recently, new credits have been announced: own accounts. The Investment Bank took up $1.1 billion 
$32 million to Romania from the Export-Import Bank in in the course of 1977. These funds are used to finance the 
Washington, $300 million (and another $200 million hard currency import needs of intra-CMEA joint pro- 


TABLE 6.8 


Trade balances of the east European countries and the Soviet Union with industrial market economies, 
and eastern borrowing in western domestic and Euro-currency markets 


(Millions of US dollars) 
и ее 
1975 1976 1977 Jan.-Sept. 
End of June 1977. 
She * Hast Filta The а. а. banks 
fob. - f.0.b.- Ne — 

ob) heise os а ть ый . Liabilities Assets Net 
Е ee ee ee ee ee ee Вия ЕЕ Е ЕЕ РЕ 
iDulgariay с SEM. Gao —731 473 —485 305 —271 142 308 2068 1760 
Gzechoslovakia. золы. вол. —288 78 —409 472 — 66 196 425 : ; = ; es 
German Democratic Republic . —446 776 —525 940 —169 214 626 
о С ИЕ — 642 417 —428 706 —483 221 748 3 121 2373 
те... —2444 1693 —2059 1437 —894 811 538 6 148 5 610 
Во к oh es. —438 —114 —56 —69 —219 : ue 5 a р a 2 es 

i LOU ee eas ee —4271 4669 —3462 1878 —1 571 
Е Пи i! Боб Ean ee ah See 397 2656 2259 
ToraL —9260 8565 —7424 6147 —3673 2974 5 435 29794 24359 


Se ne ttt 


Sources: As for table 6.4; BIS, Annual Report 1975-1977 and BIS Press Reports for 1977. 


а A full country breakdown is not available for liabilities and assets for Canada, Japan, Switzerland and the United Siuies. It can be assumed that the bulk of the 
residual is for the Soviet Union, Poland and the German Democratic Republic. ; 


> January-June. 
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jects. The net debt of the two banks to western banks 
amounted to $1.5 billion in 1976, and to $2 billion in 1977. 


It has been reported in the west that the bargaining 
position of the eastern countries in raising funds in the 
west has been improving recently. Eastern countries have 
already reaped some benefits on this account, including 
reductions in borrowing costs and fewer limitations on 
use of borrowed funds. In fact, they have been increas- 
ingly supplementing their traditional recourse to state- 
guaranteed export credit facilities with credit lines with 
corresponding banks, direct bank-to-bank loans, redis- 
counting of trade bills, and borrowing from international 
bank syndicates. State-guaranteed credits are tied to 
particular purposes and to the countries of origin, which 
may not offer a competitive price for the goods demanded. 
Other types of credits can be freely used in any country 
according to the advantages offered. Likewise, east 
European countries have been switching from suppliers’ 
credits, which are expensive, to loans from bank consortia. 


In order to reduce pressure on scarce hard currency 
resources and limit any increase in debts, eastern coun- 
tries have recently made concerted efforts to substitute 
the use of hard currency, or to raise hard currency out- 
side normal trade channels. Of particular importance 
in this connexion are compensation and counterpart 
delivery deals. Systematic information on requests for 
compensations is not known, except for machinery 
exported from Japan.* It appears that such requests are 
frequent but it is not known to what extent they have been 
satisfied. Fragmentary information suggests that their 
share in total payments has been increasing. Counterpart 
deliveries for turn-key projects remain at a low level for 
the present, but their value based on existing contracts is 
estimated at $12 billion. Deliveries will begin on a larger 
scale in 1978.48 Also of importance are special shops, 
which sell for hard currency only. This system is most 
highly developed in the German Democratic Republic 
where, according to some estimates, tourists from the 
Federal Republic of Germany spend annually more than 
DM 900 million.4? In Poland, measures are being taken 
to stimulate savings of private-citizens in hard currencies 
(at present the total is equal to $230 million) and savings 
deposits by citizens of western countries in Polish banks 
(tax free interest rates of 7 to 10 per cent on 5-year time 
deposits are offered). Hungary and Romania favour 
joint ventures involving equity capital. Of particular 
interest is the idea put forward recently in the Soviet 
Union for joint ventures to be based not on equity capital, 
but rather on the leasing of capital equipment and 
technology. 
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Counterpart purchase and penalty rates required by east European countries and 
the Soviet Union against Japanese deliveries of machinery 


Penalty rate 
in percentage of 
contract value 


Counterpart purchase 
as percentage of 
contract value 


Bulgaria с нс оо 50-100 10-20 
‘Czechoslovakiawes cer.) toe 30-40 10-15 
German Democratic Republic . . 40-60 10-15 
НЫЙ ee egies ae) ek 40-50 10 
оО С Не: о о Воск 50-100 10 
Romania; . ис. ое 30-50 10-15 
В ес о 10 — 


Source: Estimate of the Japan Machinery Export Association published in East- 
west Markets, 14 November 1977. 


148 Marketing in Hungary, No. 4, 1977. 

147 The goods for sale in the shops are often goods from the 
Federal Republic of Germany, obtained through compensation or 
clearing agreements. 


Since the bulk of the deficits of eastern countries in 
their east-west trade is financed by borrowing in western 
countries, the debt of eastern to western countries has 
continued to increase. The net amount of this debt (gross 
debt minus repayments and minus foreign currency 
reserves kept in western banks) was estimated by the ECE 
secretariat at $32 to $35 billion at the end of 1976.18 
It may have gone up to $37-40 billion in 1977. This 
figure can be compared with total exports of products 
and services from eastern countries to western industrial- 
ized economies, which in 1977 may have amounted to 
$28-29 billion (of services alone some $2 billion). A part 
of this debt is, of course repayable in counterpart deliveries 
from turn-key projects. 

Hungary has recently released information on its 
payments balance (based on the IMF classification) with 
convertible currency countries (essentially OECD coun- 
tries). The document was published in New York (for 
1975 and 1976), and is reprinted in table 6.9 below. It 
should be mentioned that these figures fit into the picture 
on the east-west balance of payments of all eastern 
countries taken together as shown in ECE publications. 


TABLE 6.9 
The balance of payments of Hungary with hard-currency countries 
(т millions of US dollars) 


1975 1976 
Exports кале Е 2232 2.359 
Про Fs ot, goatee ee ks ва 2 527 2 536 
Trade balance: vv somes. ор as Pe aad ain —295 —177 
Transport and insurance. ....... —118 —115 
AV OULISII se: Got sc ate 0 renee ae iret ones + 69 + 58 
Income from investments ....... —185 —109 
Governmentiexpenditure ее. —20 —20 
Othericurrent payments” 5 3) 938 +84 + 104 
Payments through clearing. ...... +24 +20 
Current account Баал, о sue) ene —441 —239 
опре сара о at uate ene +260 +324 
сЦуе т RES) с и — 61 —26 
[PASSIVE nasties ces fen ee ee НЕЙ] +350 
Basic вап и. aeaeeey SR —181 +85 
Short-term capital and monetary invest- 
песке ko ok № apo +181 —85 
Actives. ноте ана 6... . —90 —127 
PASSIVE) а ote is с Ce alee 1 +42 
Total'capital) ив ое. в +441 +239 


Source: Le Monde, 15 November 1977. 


In the same document it is stated that Hungarian foreign 
currency and gold reserves amounted to $1,624 million at 
the end of 1975, but to $1,517 million in 1976. It is 
interesting to compare the latter figure with that for 
Hungarian assets kept in western banks—$900 million 
in 1976. The document also estimates that Hungarian 
debt service will reach $328 million in 1981. 


i The figure of $40 billion for eastern debts to western indus- 
trialized countries that is often mentioned in western papers has 
been recently criticized by Mr. К. Mészaros, the General Manager 
of the National Bank of Hungary. He has pointed out that this 
estimate does not take into account the credits in convertible 
currency granted by eastern countries to western companies and to 
developing countries (Marketing in Hungary No. 4, 1977, p. 18). 

149 National Bank of Hungary report published in New York and 
reprinted by Le Monde, 15 November 1977. 
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